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Re-inventing the Brand is the most thorough discussion of 
the new market realities affecting the future of brands, including... 


* The ever-increasing power of mega distributors 

* The radical shift of distributors’ brands from mere copy to real innovation 
* The empowered and informed consumer 

* The real challenges of new internet competition 

* The globalization of business but also anti-globalization tendencies 

* The emerging radical critique of brands 

* The challenges of post-modern consumption in mature markets 9 


Jean-Noel Kapferer questions current brand thinking and practice and shows how top brands worldwide 
do match these bold and complex challenges 


His ability to integrate the latest research findings and consulting insights 15 unique His new book is 
the timely reference all experienced marketers have been waiting for in the present fast-moving, and 
uncertain, business envifonment 


Philip Kotler, Northwestern University, comments on Jean-Noel Картегег 5 previous best selling title, 
Strategic Brand Management, also available from Kogan Page 


"After reading Kapferer's book, you'll never again think of a brand as just а name Several new exciting ideas 
and perspectives on brand building are offered that have been absent from our literature" 


Jean-Noel Kapferer is an internationally recognized authority on brands and brand management A 
professor of marketing strategy at HEC School of Management in France, he holds a PhD from 
Northwestern University and is an active consultant to many European and US corporations He is also 
the author of six books on branding, advertising and communication, and a highly sought after speaker. 


Kogan Page Publishers, LPC Group, 
22 Broad Street, Suite 34 Milford, CT 06460 
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Leonard L. Berry, Kathleen Seiders, & Dhruv Grewal 


Understanding Service Convenience 


The subject of service convenience is important in service economies, yet little is known about this topic. The con- 
sumer convenience Irterature—strong in certain respects, underdeveloped in other respects—gives insufficient 
attention to service convenience. The prevailing pattern is either to treat service convenience generally or to lump 
services and goods together into an overall convenience construct The authors seek to stimulate a higher level of 
research acttvity and dialogue by proposing a more comprehensive and multidimensional conceptualization of ser- 
vice convenience and a model delineating its antecedents and consequences The authors build their case by sys- 
tematically examining the convenience literature, explicating the dimensions and types of service convenience, 
developing the overall model and related research propositions, and presenting directions for further research. 


not well understood Convenience 1s acknowledged 

to be tncreasingly important to consumers, yet no 
known research has defined the service convenience con- 
struct or examined how it 1s evaluated Although most 
researchers and managers consider service convenience to 
involve more than locational proximity or hours of opera- 
tion, the specific types of service convenience have not been 
established, and no comprehensive analytical framework has 
been presented 1n the literature 

Observers have long noted consumers' interest in con- 
serving time and effort (see, e g , Anderson 1972, Gross and 
Sheth 1989, Kelley 1958, Nickols and Fox 1983) This phe- 
nomenon has encouraged the development of convenience 
goods and services, increased advertisers’ promotion of the 
time-ortented benefits of their products, and motivated con- 
sumers to use convenience as a basis for making purchase 
decisions (Anderson and Shugan 1991, Gross and Sheth 
1989, Jacoby, Szybillo, and Berning 1976) The continuous 
rise ın consumer demand for convenience has been attrib- 
uted to socioeconomic change, technological progress, more 
competitive business environments, and opportunity costs 
that have risen with incomes (Berry 1979, Etgar 1978, Gross 
1987, Seiders, Berry, and Gresham 2000) 

Because the demand for convenience has become so 
strong, marketers must develop a more precise and complete 
understanding of the concept Convenience 15 integral to the 
marketing of both goods and services and ments deeper 
examination in both cases Our focus in this article is service 
convenience, which we conceptualize as consumers! time 
and effort perceptions related to buying or using a service 
We propose the different types of service convenience and 
constder how time and effort costs influence consumers' 
convenience perceptions 


C onsumer convenience in buying and using services 15 
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Michael Tsiros, and Gopalkrishnan lyer for their helpful comments on pre- 
vious drafts of this article 





Journal of Marketing 
Vol 66 (July 2002), 1-17 


In some convenience studies, the distinction between 
service and goods convenience is clear For example, con- 
sumers' convenience orientation. has been related to all 
products that save consumers time and effort —both “Јађог- 
saving" goods (e g , frozen dinners) and services (e g , child 
care) Some proposed aspects of the convenience construct 
are specific to manufactured goods These include product 
size, preservability, packaging, and design, which can 
reduce consumers' time and effort 1n purchasing, storage, 
and use (Anderson and Shugan 1991, Kelley 1958) How- 
ever, many discussions of goods-related convenience are 
distribution oriented, focusing on convenience related to the 
distribution of goods through retailers, which falls in the 
realm of service convenience All types of convenience that 
reduce consumers' time or effort 1n shopping, such as oper- 
ating hours or credit availability, belong to the domain of 
service convenience 

Service organizations create value for consumers 
through performances All businesses are service businesses 
to some degree Computer manufacturers and food retailers 
create consumer value through a goods—services mix Com- 
mercial banks and hospitals create consumer value largely 
through services Service convenience facilitates the sale of 
goods as well as the sale of services Fast checkout in a retail 
Store 15 service convenience, as are available, competent 
salespeople who help consumers find the right garment to 
buy Because virtually all organizations create value for con- 
sumers through performances and because convenience 15 
an important consideration for most consumers, it follows 
that understanding service convenience better 1s useful The 
extant conventence literature offers little explicit discussion 
of service convenience Much of this literature 15 relevant to 
service convenience but lacks the specificity and compre- 
hensiveness that more focused efforts could bring We seek 
to provide such focus in this article 


The Convenience Literature 


The concept of convenience first appeared in the marketing 
literature in relation to categories of products Copeland's 
(1923) classification of consumer products included conve- 
тепсе goods intensively distributed products that require 
minimal time and physical and mental effort to purchase 
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Later product classification schemas also incorporated the 
convenience goods category (eg, Bucklin 1963, Murphy 
and Enis 1986) Thus, in early marketing usage, "conve- 
nience" denoted the time and effort consumers used in pur- 
chasing a product rather than a characteristic or attribute of 
a product (Brown 1990) Focusing on resources such as 
time, opportunity, and energy that consumers give up to buy 
goods and services, some researchers began to view conve- 
nience as an attribute that reduces the nonmonetary price of 
a product (Etgar 1978, Kelley 1958, Kotler and Zaltman 
1971) 

Because the issue of nonmonetary cost 1s central to the 
convenience concept, literature related to ttme and energy 
expenditure (effort) 15 particularly relevant to our 
research The literature on time is substantial and multi- 
disciplinary in nature, the literature on effort ts smaller 
and limited primarily to cognitive effort Two specific 
marketing literature streams also are salient to our study 
The first and most extensive stream 15 the consumer wait- 
ing literature, which examines how consumers respond to 
waiting and how firms manage the waiting process The 
second stream focuses on consumer convenience ortenta- 
tion, examining why some consumers are more likely than 
others to purchase convenience-related goods and 
services 


Research on Time 


Researchers characterize time as a limited and scarce 
resource (Jacoby, Szybillo, and Bernmg 1976), the term 
saving time actually means reallocating time across activi- 
ties to achieve greater efficiency (Feldman and Hormk 
1981) Time, unlike money, cannot be expanded, it 15 finite 
(Berry 1979, Gross 1987) Although time usage in соп- 
sumption can be perceived as either an investment or a cost, 
it 15 more common to view 1t as a cost (Anderson and 
Shugan 1991) Becker (1965) incorporated time into the 
classic economic choice model, recognizing that time, like 
income and price, constrains choice Economic household 
production models such as Becker's acknowledge that time 
15 used in production (work) and consumption (leisure) 
Consumers sell time in the labor market and buy ıt with 
time-saving goods and services (Feldman and Hornik 1981) 
Researchers following a time budget allocation approach 
view the cost of time as an opportunity cost of forgone 
income ог participation in other activities (Bivens and 
Volker 1986) Consistent with economic theory, the market- 
ing literature has assumed a relationship between time 
scarcity and consumers’ desire for goods and services that 
offer convenience 

Time-related consumer research includes studies of time 
allocation, temporal orientation and perception, and cultural 
influences (Gross and Sheth 1989, Voli 1998) Time аПоса- 
tion, an outcome of demographic, socioeconomic, and psy- 
chographic determinants, influences lifestyle and consump- 
tion behavior (Holbrook and Lehmann 1981) Consumer 
researchers have focused on time expenditures associated 
with information acquisition and choice behavior (Jacoby, 
Szybillo, and Berning 1976) Most studies have modeled 
and analyzed activities as 1f people performed them one at a 
time (monochronic time use), but respondents have reported 
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combining activities (polychronic time use) (Kaufman, 
Lane, and Lindquist 1991) 

Studies 1ndicate that people differ in their temporal оп- 
entation, including perceived time scarcity, the degree to 
which they value time, and their sensitivity to time-related 
issues (Bergadaa 1990, Durrande-Moreau and Usunier 
1999, Graham 1981, Hornik 1984, Murphy and Enis 1986, 
Shimp 1982) Noting that cultural factors can affect attitudes 
toward time, Gagliano and Hathcote (1994) examine how 
cultural differences affect the evaluation of convenience 
Luqmani, Yavas, and Quraeshi (1994) use convenience ог!- 
entation as an international market segmentation variable 

Time has been classified according to work and non- 
work roles, nonwork includes activities of necessary self- 
maintenance, household maintenance, and leisure (Hol- 
brook and Lehmann 1981) Classifying activities allows an 
understanding of why попесопопис variables are significant 
— why consumers sometimes seek to prolong rather than 
minimize time expenditures (Jacoby, Szybillo, and Berning 
1976) For example, consumers may choose a mode of 
travel that 15 more expensive and time-consuming than alter- 
natives (Feldman and Hornik 1981) 


Hesearch on Effort 


Consumers' energy expenditures, or effort, are acknowl- 
edged to be a distinct type of nonmonetary cost that, like 
time, influences perceived convenience (Seiders, Berry, 
and Gresham 2000) and satisfaction (Lovelock 1994) 
Downs (1961) cites the basic costs of consumption as 
money, time, and effort, and Mabry (1970) notes that sta- 
mina constraints, in addition to time. and money con- 
straints, influence choices among activities (Jacoby, Szy- 
billo, and Berning 1976) In consumer convenience 
research, however, the role of energy expenditures has 
received far less attention than the role of time expendi- 
tures Because the convenience literature has concentrated 
almost exclusively on saving time, attributes that save 
work are perceived instead as saving time (Brown 1990) 
For example, O’Shaughnessy (1987) explains 
performance-based product choice by noting that con- 
sumers buy time by using brands that are more labor sav- 
ing (Voli 1998) 

Effort has been viewed as a relevant and positive input 
to an exchange In an equitable exchange, the more effort 
one party exerts, the more outcome he or she expects 1n 
return (see Oliver and Swan 1989) Youngdahi and Kel- 
logg (1997) relate effort to time, thought (intellectual 
effort), and emotion Mohr and Bitner (1995), in the con- 
text of employee behavior, suggest the dimensions of 
physical, cognitive, and emotional effort These dimen- 
sions are likely to apply equally well to consumers of 
services 

The dimension of physical effort has received little 
attention 1n. consumer research, and emotional effort has 
been explored only slightly more (in relation to the psycho- 
logical costs of waiting) However, cognitive (or mental) 
effort has been the focus of many studies in psychology, 
decision theory, economics, and marketing (Bettman, John- 
son, and Payne 1990) A consistent finding 15 that people 
have limited cognitive resources and, as cognitive misers, 


conserve these resources during decision making (Fennema 
and Kleinmuntz 1995, Fiske and Taylor 1984) Studies sug- 
gest that people have only ltmited ability to estimate ог pre- 
dict how much effort will be required by a task (Fennema 
and Kleimnmuntz 1995) Moreover, Bettman, Johnson, and 
Payne (1990) find significant individual differences in con- 
sumers’ perceptions of required effort 


Consumer Waiting 


Several marketing studies have focused on the management 
of consumer waiting time (Durrande-Moreau and Usunier 
1999, Katz, Larson, and Larson 1991) Researchers have 
defined two aspects of waiting ште that influence соп- 
sumers’ evaluation of convenience (Davis and Vollmann 
1990) Objective time 1s continuous and metric and can be 
measured by clocks Subjective time 15 based on perceptions 
and influenced by psychological factors (Durrande-Moreau 
and Usunier 1999) Research suggests that consumers, on 
average, significantly overestimate time spent waiting 
(Hornik 1984) 

' Although waiting for service delivery traditionally has 
been treated as an economic (or time) cost, the psychological 
cost of waiting also has been documented by consumer 
researchers (Carmon, Shanthikumar, and Carmon 1995, 
Osuna 1985, Pruyn and Smidts 1998) The stress, boredom, 
anxiety, and annoyance often triggered by waiting influence 
consumers’ service evaluations and satisfaction with the firm 
(Dube-Rioux, Schmitt, and Leclerc 1989, Kumar, Kalwani, 
and Dada 1997, Taylor 1994) Recent marketing studies have 
examined the factors that influence consumers’ reactions to 
waiting and the methods firms can use to manage satisfaction 
with waiting (Durrande-Moreau and Озитег 1999, Ргџуп 
and Smidts 1998, Taylor 1994) Among the factors widely 
cited as influencing consumers’ perceptions of waiting аге 
service, facility, and customer characteristics, perceived fair- 
ness of the wait, and information provided by the firm 

Aspects of a service that are believed to affect consumers 
include its value and :mportance and whether it can be 
obtained elsewhere or at another time (Katz, Larson, and Lar- 
son 1991, Maister 1985) In necessary services, consumers 
have limited control and cannot “balk” (Carmon, Shanthiku- 
mar, and Carmon 1995) The stage of a service encounter 
(preprocess, 1n-process, postprocess) during which the delay 
occurs also can 1nfluence affective response Service stage 15 
argued to be influential relative to 1ts distance to the con- 
sumer's goal for the service encounter (Dube-Rioux, Schmitt, 
and Leclerc 1989, Him, Thakor, and Gill 1998) Preprocess 
waits are theorized to feel longer and be more unpleasant for 
consumers than in-process waits (Larson 1987, Maister 1985, 
Taylor 1994) Facility characteristics such as location, attrac- 
tiveness, and the presence of distractions to occupy customer 
time are proposed to affect consumers’ perceptions, though 
empirical results have been mixed (Baker and Cameron 1996, 
Davis and Vollmann 1990, Pruyn and Smidts 1998) 

Consumers' individual differences also influence wait- 
Ing perceptions Consumers’ expectations for the length of a 
wait are an internal reference that affects the consumers' 
willingness to accept the wart (Нш and Tse 1996, Leclerc, 
Schmitt, and Dube 1995) Expectations vary according to a 
person's рпог experiences with the service firm and its com- 


petitors (Kumar, Kalwanit, and Dada 1997) Other individual 
difference factors that influence perceptions of waiting 
include consumers’ time orientation. and sense of time 
urgency (Katz, Larson, and Larson 1991, Taylor 1994) 

The perceived fairness of a wait 1s believed to be a major 
influence on consumers’ satisfaction (Katz, Larson, and 
Larson 1991, Matster 1985) Fairness perceptions аге influ- 
enced by attributions of controllability When consumers 
believe that a service provider has control over a delay, 
affect and judgments of fairness and service quality are 
adversely affected (Folkes, Koletsky, and Graham 1987, 
Seiders and Berry 1998, Taylor 1994) Seeking to under- 
stand the links among attribution, fairness, and satisfaction, 
researchers have examined the effect of offering consumers 
various types of information about waiting (Folkes, Kolet- 
sky, and Graham 1987, Taylor 1994) 


Convenience Orientation 


Convenience orientation refers to a person's general prefer- 
ence for convenient goods and services Anderson (1972) 
was among the first to examine convenience-oriented con- 
sumption, focusing on the use of convenience-oriented food 
products and appliances Yale and Venkatesh (1986) identify 
convenience preference as a distinct consumption strategy, 
and Morganosky (1986, p 37) defines a convenience- 
oriented consumer as one who seeks to "accomplish a task 
in the shortest time with the least expenditure of human 
energy” More recent research defines convenience orienta- 
tion as the value consumers place on goods and services 
with 1nherent time- or effort-saving characteristics (Brown 
1990, Voli 1998) Researchers agree that convenience orien- 
tation has a major impact on consumers’ buying decisions 

Several studies have sought to determine the factors that 
influence consumers’ use of convenient goods and services 
Convenience consumption has been operationalized by the use 
of convenience foods (e g , frozen expensive entrees, ready-to- 
eat cold cereal), timesaving durables (e g , microwave oven, 
dishwasher, freezer), and paid services (e g, domestic ser- 
vices, child care) Total household income has consistently 
been found to correlate with convenience consumption Other 
demographic variables proposed to relate to convenience оп- 
entation include age, occupation, wife's employment, hours 
worked per year by husband, residence, family size, stage 1n 
family life cycle, education, and socioeconomic status (Ander- 
son 1971, 1972, Bellante and Foster 1984, Morganosky 1986, 
Nickols and Fox 1983, Reilly 1982, Soberon-Ferrer and 
Dardis 1991, Strober and Weinberg 1980) Lifestyle variables 
considered relevant include time pressure, role overload, 
emphasis on leisure, hedonism, attention to mental and physi- 
cal self-improvement, and devotion to work (Berry 1979, 
Etgar 1978, Fram and DuBrin 1988, Reilly 1982) 

Many convenience orientation. studies. have reported 
inconclusive findings. Demographics believed to be related 
to tıme constraints have shown relatively weak and incon- 
sistent relationships with convemence-onented behavior 
(Voli 1998) In additton, problems in operationalizing the 
dependent variable have been noted (Bellante and Foster 
1984, Reilly 1982) Although consumers’ willingness to pay 
for convenience or to sacrifice convenience for a lower price 
is commonly acknowledged and cost-oriented and 
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convenience-oriented consumers have been found to be sig- 
nificantly different (Morganosky 1986), researchers have 
yet to understand the price-convenience trade-off process 

In summary, the research streams most related to service 
convenience are those focused on consumers! time and 
effort expenditures, consumer waiting, and convenience оп- 
entation Although convenience orientation has been exam- 
ined relative to services (e g , Nickols and Fox 1983), по 
known studies offer an 1n-depth, explicit focus on service 
convenience Thus, the extant literature 15 helpful only to a 
point. Much work needs to be done to further the under- 
standing of service convenience. Toward this end, we pro- 
pose an overall model of service convenience and related 
propositions in the next section 


Model of Service Convenience 


А conceptual model of service convenience 15 presented in 
Figure 1 Certain service characteristics, including some tra- 
ditionally used to classify services, are important influences 
of consumer-perceived convenience Specifically, conve- 
nience perceptions vary on the basis of whether a service 15 
consequential, inseparable, supply constrained, labor inten- 
sive, or hedonic Central to our model is the service conve- 
nience construct, conceptualized as consumers’ time and 
effort perceptions related to buying or using a service These 


perceived time and effort expenditures encompass five 
defining types of convenience—decision, access, transac- 
tion, benefit, and postbenefit—which murror the activities 
consumers undergo to purchase or use a service The dimeri- 
sions of time and effort can be viewed as the benefits of con- 
venience (saving time and/or effort) or the burdens of incon- 
venience (wasting time and/or effort) 

Service convenience is affected by a variety of firm- 
related factors, including the physical service environment, 
information provided consumers, company branding, and 
service system design Individual consumer differences, 
such as a person's overall time orientation, time pressure, 
empathy toward the service provider, and prior experience, 
also affect convenience perceptions 

Perceptions of service convenience affect consumers? 
overall evaluation of the service, including satisfaction with 
the service and perceived service quality and fairness The 
relationship between service convenience and service evalu- 
ation 1s moderated by consumers’ attributions of firm con- 
trollability In the sections that follow, we address the varı- 
ous constructs in our model and the key relationships among 
those constructs 


Service Characteristics 


Consumers perceive convenience differently according to 
the type of service they are buying or using Researchers 


FIGURE 1 
А Model of Service Convenience 
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have proposed several classifications that group services 
according to relevant marketing characteristics (Lovelock 
1983) These classifications consider whether the service 1s 
tangible or intangible dominant (Shostack 1977), supply 
constrained (Lovelock 1983), equipment- or people-based 
(Kotler 1980), performed for people or their possessions 
(Hil! 1977), or remote or face-to-face (Shostack 1985) 
Other frameworks consider the extent to which consumers 
participate in or co-produce the service (Chase 1978, Hub- 
bert 1995) 

Service characteristics most germane to convenience 
include consequentiality (Katz, Larson, and Larson 1991), 
inseparability (Chase 1978, Hubbert 1995, Shostack 1985), 
supply constraints (Berry, Parasuraman, and Zeithaml 1984, 
Lovelock 1983), labor intensiveness (Berry 1995), and 
hedonic value (Holbrook and Lehmann 1981) 

Consequential services include those that are highly val- 
ued by consumers and/or involving (see, e g , Murphy and 
Enis 1986) When waiting to purchase a service with a 
highly valued outcome, for example, consumers would 
likely be more tolerant of inconvenience Most high- 
involvement purchases include relatively high levels of per- 
ceived risk, and consumers typically exert more cognitive 
effort when making high-involvement purchase decisions 
(Celsi and Olson 1988, Hawkins and Hoch 1992, Richins 
and Bloch 1986) 

Service inseparability refers to the simultaneity and 
1nterconnectedness of service performance and use Because 
inseparable services involve consumer participation (Kelley, 
Donnelly, and Skinner 1990), consumers' time and effort 
costs are heightened If a service's availability ts con- 
strained, consumers will expect to spend more time and 
effort, and their convenience demands will lessen Unless 
they are willing to forgo the service, consumers have no 
choice but to accept the added time and effort burden asso- 
ciated with supply constraints (e g , waiting for а table at а 
popular restaurant) 

Labor-intensive services introduce a degree of vartabil- 
ity that 1s not usually found ın equipment-intensive services 
or in goods Expected differences in the skills and attitudes 
of service personnel encourage consumers to be careful in 
selecting a service provider Consumers perceive time and 
effort costs differently for hedonic services that are pursued 
for pleasure (Bellante and Foster 1984) More time and 
effort can increase the value of a hedonic service 

The literature indicates that the nature and type of ser- 
vice influence consumers’ sensitivity to time and effort 
expenditures and affect service convenience Some types of 
convenience are likely to be affected more strongly than oth- 
ers We further examine and formally propose these relation- 
ships in our discussion of the service convenience construct 


Service Convenience 


Intrinsic to consumers’ perceptions of service convenience 
are the time and effort required to buy or use a service Time 
and effort are nonmonetary costs consumers must bear to 
receive the service The degree of cost varies, but the pres- 
ence of some amount of time and effort cost 1s inherent Time 
and effort are opportunity costs that prevent consumers from 
participating in other activities (see Bivens and Volker 1986) 


Consumer assessment of time expenditures 15 both 
objective and subjective (Davis and Vollmann 1990, Hornik 
1984, 1993) Time spent waiting often involves significant 
psychological costs (Carmon, Shanthikumar, and Carmon 
1995, Osuna 1985, Pruyn and Smidts 1998) and affective 
reactions (Dube-Rioux, Schmitt, and Leclerc 1989, Hui and 
Tse 1996, Taylor 1994) Cognitive and affective judgments 
about waiting time affect each other reciprocally (Durrande- 
Moreau and Usunier 1999, Hornik 1993), though the influ- 
ence of cognition on affect appears to be smaller than that of 
affect on cognition (Pruyn and Smidts 1998) 

The marketing literature has emphasized the importance 
of consumers’ desire for convenience and the value of time In 
general, the greater the tıme costs associated with a service, 
the lower are consumers' perceptions of service convenience 
An exception would be time-investment services, 1n which a 
service's duration, to a degree, increases its value, such as a 
cruise Time-investment services often have hedonic value, 
which is especially relevant to discretionary activities pursued 
for their own sake rather than as a means to another goal (Hol- 
brook and Lehmann 1981) Most services, however, are time- 
cost services rather than time-investment services 

Some elements of time evaluation—for example, that sub- 
jectivity ıs involved and that required expenditures are esti- 
mated in advance—can be applied to effort-related judgments 
The physical and emotional dimensions of effort are likely to 
underlie the affective component of response to delay and 
other types of inconvenience, but these relationships are not 
explicitly stated ın the literature In many service exchanges, 
especially those requiring a consumer's participation, physi- 
cal, emotional, and cognitive effort are all likely to be relevant 

Researchers argue that consumers seek to conserve cog- 
nitive effort (Fennema and Kleinmuntz 1995, Fiske and Tay- 
lor 1984) When people exert more cognitive effort in pro- 
cessing an alternative, they are likely to experience more 
negative affect (Garbarino and Еде! 1997) Kahneman 
(1973) observes that though two mental tasks may take a 
similar amount of time, one might be perceived as requiring 
more effort than the other 

Whereas cognitive effort associated with purchase deci- 
sions 1s expended for both goods and services, physical and 
emotional effort may be greater for services in which con- 
sumers participate 1n the production process (Kelley, Don- 
nelly, and Skinner 1990) Interacting with service providers 
may require significant effort from consumers (Surprenant 
and Solomon 1987) The more effort spent by a services 
consumer, the stronger 15 that consumer's commitment to 
the service outcome and the higher 15 the potential for frus- 
tration (Hui, Thakor, and Gill 1998) We suggest that physi- 
cal and emotional efforts, similar tó cognitive effort, are 
treated by consumers as scarce resources (Bettman, John- 
son, and Payne 1990, Kahneman 1973) In the aggregate, 
consumers' perceptions of convenience are negatively influ- 
enced by their perceptions of the cognitive, physical, and 
emotional effort associated with the service 

Consumers’ perceived expenditure of time and effort 
Interacts to influence their perceptions of service conve- 
nience Research that relates stress and other psychological 
costs of waiting to perceived time duration provides insights 
into the interactive effect of effort and time costs (Kumar, 
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Kalwani, and Dada 1997) The perception of high effort 
costs may inflate the perception of time costs, which occurs 
when a consumer who is supposed to be at work is waiting 
at home for а late-arriving plumber and expending involun- 
tary mental and emotional effort during the wait Alterna- 
tively, when consumers self-scan their grocery purchases, 
the voluntary effort they expend may reduce their perceived 
waiting time Whereas consumers’ voluntary effort to reduce 
time 15 likely to increase their perceptions of service conve- 
nience, 1nvoluntary effort 15 likely to make time costs more 
salient and decrease perceptions of service convenience 


Types of Service Convenience 


Time and effort saving are the two aspects of convenience most 
often cited 1n the literature (Anderson 1971, 1972, Anderson 
and Shugan 1991, Bellante and Foster 1984, Brown 1989, 
1990, Gehrt, Yale, and Lawson 1996, O’Shaughnessy 1987, 
Reilly 1982, Strober and Weinberg 1980, Yale and Venkatesh 
1986) Whereas some researchers (e g , Luqmani, Yavas, and 
Quraeshi 1994) have labeled the convenience-related costs of 
time and effort as dimensions, others have defined distinct 
types or categories of convenience as dimensions 

Yale and Venkatesh (1986) divided product convenience 
Into six types (e в, accessibility, portability), later, ıt was 
found that these overlap, however, and do not represent dis- 
crete categories (Gehrt and Yale 1993) Drawing on eco- 
попис utility theory, Brown (1989, 1990) proposed five types 
of convenience time, place, acquisition, use, and execution 
The execution dimension refers to the contracting out of pre- 
viously performed tasks Similar to Brown (1990), Anderson 
and Shugan (1991) used a convenience continuum to show 
that products with the highest levels of time- and effort- 
reducing attributes are those that represent an alternative to 
the consumer's own time and effort (see also Lovelock 
1994) Shopping convenience has been examined by Seiders, 
Berry, and Gresham (2000), who developed a convenience 
framework related to consumer shopping speed and ease 

We propose five types of service convenience decision 
convenience, access convenience, transaction convenience, 
benefit convenience, and postbenefit convenience These 
convenience types reflect stages of consumers’ activities 
related to buying or using a service Consumers' perceived 
tme and effort costs related to each type of service conve- 
nience affect the consumers’ overall convenience evalua- 
tions. Ап activities-based approach to defining service соп- 
venience 15 consistent with the services literature The study 
of service encounters and service design has evolved in 
response to the process and experience-oriented nature of 
services and service delivery (Shostack 1987) Service maps 
or blueprints, for example, define the steps in a service 
encounter by noting the sequence of consumers’ activities 
(Heskett 1992, Zeithaml and Bitner 2000) 


Decision convenience Consumers who desire a particular 
performance devote time and effort to deciding how to obtain 
it The first decision 1s whether to self-perform or purchase 
the service A decision to purchase requires decisions on 
which supplier to use and what specific service to buy Deci- 
sion convenience involves consumers’ perceived time and 
effort expenditures to make service purchase or use decisions 
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Consumers confront the “make-or-buy” decision more 
commonly for services than for goods Whereas many ser- 
vices lend themselves to self-performance, few goods lend 
themselves to self-manufacture The decision to self- 
perform or buy can be complex A service that 15 designed 
to save consumers time may be perceived as not worth the 
effort of finding a reliable supplier or monitoring that sup- 
plier's performance One form of convenience may trigger 
another form of inconvenience Consumers who self- 
perform services that are readily available for purchase often 
do so to conserve effort For example, using an online bill- 
paying service may create a trade-off between time-saving 
convenience (contracting ош bill payment) and effort- 
consuming inconvenience (worrying 1f the right payments 
are being made at the right time) One study reports that the 
main attraction of electronic bill-paying was “convenience” 
but that 37% of respondents using online bill-paying ser- 
vices said they disliked losing control and not knowing 
when a bill would be paid (Lloyd 2000) 

Many services require special training or equipment, 
making purchase the only realistic option for most con- 
sumers Service intangibility means that consumers inform 
their buying decisions without the benefit of prepurchase 
product inspection Instead, they use surrogate evidence 
such as word-of-mouth communications, the company 
brand, and the appearance of service facilities and person- 
nel Unlike manufactured goods consumers, who also use 
surrogate evidence in making buying decisions, service con- 
sumers are totally reliant on such evidence 

Consumers have learned to expect variability in labor- 
intenstve services and devote time and effort to finding ser- 
vices in which they can be confident—especially services that 
are consequential, involving, complex, and recurring Labor- 
intensive services with some or all of these characteristics are 
common, such as financial, professional, transportation, and 
health care services Consumers of these services often seek 
enduring relationships with а supplier they can trust, in part 
because of the time and effort economies 1n repurchasing 
Gwinner, Gremler, and Bitner (1998) find that consumer con- 
fidence—reduced anxiety and faith in the trustworthiness of 
the service provider—is the most important benefit to con- 
sumers of maintaining a relationship with a service firm 

Informing service-buying decisions requires time and 
effort and 1s a facet of service convenience Prior research 
has addressed how consumers reduce time and effort costs 
by enlisting the help of others such as opinion leaders 
(Montgomery and Silk 1971), surrogate shoppers (Solomon 
1986), and market mavens (Feick and Price 1987) Demand 
for third-party support has spurred the growth of concierge 
agencies and personal shoppers as well as the creation of 
new online services Some consumers use shopping bots 
(e g , mysimon com, bizrate com) to locate the lowest prices 
in the market Other Internet applications enable consumers 
to obtain the opinions of others, for example, restaurant 
rankings (e g , zagat com) 

P, Consumers consider decision convenience more important 


when selecting а labor-intensive service than a service per- 
ceived as less labor intensive 


Access convenience. Access convenience involves соп- 
sumers' perceived time and effort expenditures to initiate 
service delivery It involves consumers' required actions to 
request service and, if necessary, be available to receive 1t 
Consumers may initiate service in person (going to a restau- 
rant), remotely (telephoning a take-out order), or through 
both means (telephoning for a reservation and then going to 
the restaurant) Service facility location, operating hours, 
parking availability, and remote contact options figure 
prominently in the access convenience of firms that rely on 
consumers' physical presence (Seiders, Berry, and Gresham 
2000) Receiving the service, which may be separated by 
space and time from requesting it, can be affected by service 
delivery capacity and flexibility and the option to make 
appointments or reservations (Bitner, Brown, and Meuter 
2000) Regarding access, convenience in buying a good falls 
1n the realm of service convenience, such as the convenience 
of a store's location or a product's location in the store 

Access convenience typically plays a more complex role 
for inseparable services Services performed directly for the 
consumer (such as a taxi service) rather than for the con- 
sumer's property (such as product repair) are usually insepa- 
rable Inseparability means that consumers must synchronize 
their availability with the availability of the service They 
shop when stores are open, fly according to an airline’s sched- 
ule, and make appointments to see doctors Users of manu- 
factured goods need not be present at the factories where the 
goods are produced, but users of inseparable services must be 
present at a site where the services can be performed Service 
inseparability heightens the importance of accessibility 

One reason for the growing use of self-service technolo- 
gies, as discussed by Мешег and colleagues (2000), 15 that 
many of them reduce time and effort costs for inseparable 
services Access convenience 15 a primary reason for соп- 
sumers to self-perform certain services Self-service reduces 
consumers’ dependence on service providers whose accessi- 
bility may be inconventent Automatic teller machines аге 
popular in part because they are available when financial 
institution offices are closed 

Nothing happens until consumers gain access to the ser- 
vice Ultimately, services marketing success may rest on 
whether a convenience-minded consumer is willing to make 
a left turn into traffic to reach the service facility The speed 
and ease with which consumers can access the service may 
powerfully influence the choices they make 


Р. Consumers using inseparable services will perceive access 
convenience as more tmportant than will consumers using 
separable services 


Transaction convenience Transaction. convenience 
involves consumers' perceived expenditures of time and 
effort to effect a transaction Transaction convenience 
focuses strictly on the actions consumers must take to secure 
the right to use the service When consumers have decided 
to buy a service and have reached the service site, they still 
must participate 1n a transaction. Ап exchange must occur— 
usually money for the promise of service performance 
Transaction conventence inherently falls within the domain 
of service convenience. Completing transactions requires 


firms to render performances (services) such as the checkout 
service 

The waiting time literature reveals the negative conse- 
quences for companies that make consumers wait too long 
to pay (Larson 1987, Tom and Lucey 1997) Waiting to pay 
can be the least rewarding act required of consumers Con- 
sumers normally pay for (or agree to pay for) services before 
they experience them The implication of transaction incon- 
venience 15 converging nonmonetary cost (time and effort) 
and monetary cost before consumers experience any 
benefits 

According to a Forrester Research report, two-thirds of 
Internet shoppers abandoned their "shopping carts" before 
actually buying something (Tedeschi 2000) Another study 
found that most Internet shoppers abandon their shopping 
carts in slow sites Іп as little as eight seconds (Cimino 
2000) Transaction inconvenience (including required com- 
pletion of detailed registration forms), though not the only 
cause of high abandonment rates, 1s a contributing factor 
The e-commerce case illustrates a consumer convenience 
maxim that holds regardless of transaction format Paying 
for services or goods is an unwanted chore 

Transaction inconvenience 15 an opportunity cost. Con- 
current time usage generally is not practical for consumers 
whose presence is required in a queue Moreover, con- 
sumers are inclined to perceive wait times to be longer than 
they actually are (Hornik 1984) Transaction inconvenience 
also can exact an emotional toll on consumers who incor- 
rectly guess which of several queues to enter and become 
trapped in the slower line or who question the fairness of the 
service system (Larson 1987) 


Ра Consumers are more likely to perceive higher time and 
effort costs related to transaction convenience than to deci- 
sion Or access convenience 


Benefit convenience Benefit convenience 1s consumers? 
perceived time and effort expenditures to experience the ser- 
vice's core benefits, such as being transported in a (ахі or 
watching a movie Moving consumers efficiently and effec- 
tively to the benefit stage of the service process only to 
inconvenience them at this point can have a powerfully neg- 
ative effect because the perception of burden interferes with 
the perception of benefit 

Benefit convenience is illustrated by the example of an 
airline passenger who begins a connecting-flight trip with a 
scheduled 30-minute span between the arrival of the first 
flight and the departure of the second The first flight arrives 
at the airport on time, however, the designated arrival gate is 
occupied by another aircraft The passenger needs at least 10 
minutes when inside the terminal to reach the departure gate 
of the connecting flight Meanwhile, the arriving aircraft 
waits near the occupied gate for what turns out to be 27 min- 
utes, and the passenger misses the connection Officially, the 
plane 15 only about a half hour late, but the passenger expe- 
riences considerable benefit inconvenience The extra time 
cost causes the passenger to be late for an important meet- 
ing The effort cost, which includes sitting on the first plane 
with mounting anxiety and running through the airport to 
the connecting gate, also 15 high Benefit inconvenience 
diminished the core benefit of the service 
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Consumers do not normally seek to minimize time and 
effort costs 1n the benefit stage of a hedonic service ехреп- 
ence (see Bellante and Foster 1984, Feldman and Hornik 
1981, Holbrook and Lehmann 1981, Jacoby, Szybillo, and 
Berning 1976) Because time and effort are more often 
viewed as investments, benefit convenience does not play a 
prominent role 1n consumers' evaluation of these services 
Decision, access, and transaction convenience remain 
salient, however 


P4 Consumers' negative perceptions of benefit convenience 
will have a more adverse effect on overall service conve- 
тепсе than will negative perceptions of decision, access, 
or transaction convenience 


P; Consumers using services with high hedonic value will 
perceive benefit convenience as less important than will 
consumers using services with low hedonic value 


Postbenefit convenience Postbenefit convenience 
involves the consumer's perceived time and effort expendi- 
tures when reinitiating contact with a firm after the benefit 
stage of the service Postbenefit convenience can be related 
to a consumer's need for product repair, maintenance, or 
exchange Sometimes consumers reinitiate contact because 
of a service failure that 1s not recognized or resolved during 
the service encounter—for example, when a consumer calls 
a house painter back for touch-ups (Service failure and 
recovery also may occur during the service encounter and be 
subsumed into decision, access, transaction, or benefit con- 
venience, as 1s discussed subsequently) Some activities 
related to postbenefit convenience are initiated. by service 
firms, as when a patient returns to a surgeon for a postoper- 
ative evaluation Postbenefit convenience might be experi- 
enced as timely, nonintrusive reminders from a dentist to 
schedule routine appointments 

Research supports the importance of the postpurchase 
experience to overall consumer satisfaction (Berry and Para- 
suraman 1991, Bitner, Booms, and Tetreault 1990) Tax, 
Brown, and Chandrashekaran (1998), using a justice theory 
framework, find that perceived convenience of complaint 
handling increases consumers’ satisfaction with that 
process The importance of postbenefit convenience has 
been underscored in recent years because of difficulties 
encountered by consumers in returning products purchased 
over the Internet 

It stands to reason that consumers will perceive not hav- 
ing a postbenefit encounter to be more convenient than hav- 
ing such an encounter unless they receive additional benefit 
Consumers spend their time and effort resources to receive 
benefits They have no incentive to spend more of these 
resources without the expectation of additional benefit The 
postsurgery patient is likely to be willing to return to the sur- 
geon for a follow-up appointment, because the surgeon can 
reassure the patient, offer advice, or determine a new course 
of recuperative treatment 


Pg Consumers’ perceptions of postbenefit convenience will be 
positively correlated with their perceptions of the benefit 
received from the follow-up service 


Service failure and recovery Consumer recovery efforts 
related to service failure can characterize postbenefit incon- 
venience, as mentioned previously Service failure. and 
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recovery efforts also can affect decision, access, transaction, 
and benefit convenience, according to the stage at which the 
failure occurred and the stage at which it was recognized by 
the consumer Service failure can affect decision. conve- 
nience 1f a consumer 1s given incorrect information, access 
convenience 1f an online connection fails or a parking area 
has no vacancies, transaction convenience if an incorrect 
price 15 charged and its correction delays a consumer, and 
benefit convenience 1f a dining experience ıs flawed by 
unresponsive service 

In general, the less time and effort required of con- 
sumers to effectively deal with a failed service, the better 15 
the recovery service Research conducted by Federal 
Express showed that 77% of complaining consumers were 
satisfied with the recovery service if they could resolve 
their complaint through only one contact Only 61% were 
satisfied 1f they were sent to a second company representa- 
tive (The Service Edge 1991) An extensive literature exists 
on effective service recovery Several frequently mentioned 
guidelines involve service convenience, including making it 
easy for consumers to complain, responding quickly, and 
keeping consumers informed (Berry and Parasuraman 
1991, Hart, Heskett, and Sasser 1990, Rust, Subramanian, 
and Wells 1992, Tax and Brown 1998, Zemke and Bell 
1990) 


Firm-Related Factors 


A firm's marketing and operations can dramatically influ- 
ence consumers’ perceptions of service convenience 
Studies have examined initiatives designed to reduce the 
actual length of a wait and improve consumers’ response 
to waiting (Kumar, Kalwani, and Dada 1997) Firm- 
related factors that affect consumers' perceived conve- 
nience include service facility distractions and enhance- 
ments (Baker and Cameron 1996, Bitner 1992), 
information that clarifies required time. and effort costs 
(Whitt 1999), the company brand (Berry 2000), and the 
design of the service system (Katz, Larson, and Larson 
1991, Meuter et al 2000) 


Service environment Research suggests that consumers 
typically overestimate time spent waiting when they are in a 
passive mode (Davis and Vollmann 1990, Hornik 1984) 
Maister (1985), in his theory of queue psychology, argues 
that because unoccupied time feels longer, time perception 
is influenced by the degree to which waiting time is filled 
up Environments that offer engaging activities (distrac- 
tions) and enhancements increase satisfaction (Katz, Larson, 
and Larson 1991) and moderate perceived waiting time and 
affective responses (Hui, Thakor, and Gill 1998) For exam- 
ple, televisions 1n airports for travelers and free appetizers 
served to restaurant patrons who are not yet seated are wel- 
come distractions intended to offset perceived waiting costs 
Although some studies examining the use of distractions 
have produced inconclusive results (Pruyn and Smidts 
1998), considerable evidence suggests the effectiveness of 
this approach (Houston, Bettencourt, and Wenger 1998, 
Katz, Larson, and Larson 1991, Taylor 1995) 

Elements that enhance the service environment have 
been shown to positively influence consumers' affective 


responses in general (Випег 1990, 1992) and reactions 
toward waiting 1n particular (Baker, Grewal, and Parasura- 
man 1994) Music has been found to reduce both the per- 
ceived length of a wait and emotional effort costs related to 
waiting (Нш, Dube, and Chebat 1997, Kellaris and Kent 
1992) The presence of an appealing scent in a service envi- 
ronment also can create positive affect and reduce the per- 
ceptions of time spent (Mitchell, Kahn, and Knasko 1995) 


P; Consumers’ perceptions of service convenience will be 
higher for service firms whose environments provide 
engaging distractions and enhancements 


Consumer information. Several researchers have exam- 
ined the effects of providing consumers information about the 
potential waiting time (Folkes, Koletsky, and Graham 1987, 
Taylor 1994) Osuna (1985) argues that it 1s appropriate to 
inform consumers about wait times, and the failure to provide 
this information adds psychological cost When people are 
uncertain about the length of a wait and have limited informa- 
tion, stress typically will increase (Hui, Thakor, and Gill 1998, 
Leclerc, Schmitt, and Dube 1995, Maister 1985, Osuna 1985) 
This psychological stress may be reduced when consumers are 
informed about the expected length of the wait and/or the rea- 
sons for a delay (Hui and Tse 1996, Larson 1987, Whitt 1999) 

Because anxiety makes a wait seem longer, uncertain and 
unexplained waits are perceived to require more time and 
effort costs than waits that are defined or explained (Houston, 
Bettencourt, and Wenger 1998, Maister 1985) Providing 
information 1s particularly effective in situations in which 
consumers endure long waits for service (Hui and Tse 1996) 
Although information can reduce consumer uncertainty and 
minimize negative attributions of firm controllability, its 
effectiveness varies according to the type of information 
offered and the type of wait (Hut and Tse 1996, Osuna 1985) 


Pg Consumers’ perceptions of service convenience will be 
higher when they receive information that reduces their 
uncertainty about required time and eftort costs 


Company brand Branding plays a special role in service 
companies, because strong brands increase consumers’ trust 
of the invisible, enabling them to better visualize and under- 
stand the service and reduce their perceived risk This positive 
response to a brand, related to brand meaning and awareness, 
1s considered brand equity (Keller 1993) Whereas the product 
1s the primary brand in packaged goods, the company 1s the 
primary brand for services This 1s due in part to service intan- 
gibility An automobile insurance firm, such as USAA, cannot 
package and display its service the way Kraft packages and 
displays food Even more important 1s the source of consumer 
value creation Brand impact shifts from product to firm as 
service plays a greater role in determining value (Berry 2000) 

Consistent with cue utilization theory (Jacoby and Olson 
1977), research suggests that consumers use brand names to 
assess the quality of goods and services (Dodds, Monroe, 
and Grewal 1991, Rao and Monroe 1989) Consumers can 
reduce time costs through brand loyalty, buyers under time 
pressure are less likely to adopt a new brand (Hafstrom, 
Chae, and Chung 1992, Howard and Sheth 1969, Jacoby, 
Szybillo, and Berning 1976) A strong service brand offers 
consumers decision convenience by functioning as a time- 


and effort-saving heuristic Because brand equity offsets the 
perceived risk in selecting a service or service provider, the 
choice process may be simplified and decision convenience 
enhanced Buying an invisible service from a respected 
organization 1s an appealing option for many consumers 


Py Consumers’ perceptions of service convenience will be 
positively correlated with a firm’s brand equity 


Service system design Service system design 1s instru- 
mental in managing the time and effort costs required for 
consumers to use a service Environmental psychology sug- 
gests that the most important role of space in a facility 15 
promoting the goals of its occupants (Canter 1983, Darley 
and Gilbert 1985) Spatial layout and functionality are espe- 
cially important in limited- or self-service environments, 
where the availability of employee assistance 1s minimal 
(Zeithaml and Bitner 2000) For example, store layout and 
design influence consumers’ efficient movement through a 
store (Baker, Grewal, and Parasuraman 1994, Titus and 
Everett 1995) and affect their goals of getting in and out 
quickly and finding the desired merchandise easily (Seiders, 
Berry, and Gresham 2000) 

Probably the most significant convenience research 
related to service system design is studies of queue manage- 
ment Whereas early research involved company cost mını- 
mization, more recent studies have incorporated consumers’ 
Service expectations, Justice perceptions, and psychological 
costs (Carmon, Shanthikumar, and Carmon 1995) For 
example, consumers’ aversion to unfairness has been found 
to create a preference for queues that are guaranteed first- 
come, first-served even when the queue and the wait are 
longer (Larson 1987, Pruyn and Smidts 1998) 

Technology ıs a key adjunct to service system design 
(see Meuter et al 2000) Technologies specifically designed 
to improve consumer convenience can affect each type of 
service convenience. For example, toll-road users who dis- 
play E-Z Pass computer-chip tags on their automobile’s 
front window derive transaction convenience Patients 
served by doctors using electronic medical records may 
receive more benefit convenience Intelligence embedded in 
an organization's information systems and available to ser- 
vice providers can improve not only information content but 
also speed of delivery (Bitner, Brown, and Meuter 2000) 
Technology can streamline service performance by auto- 
mating manual processes that are slower and more error 
prone Well-designed technologies can give consumers more 
control and more options, including the option to be their 
own service providers Online technology enables con- 
sumers to be their own stockbrokers or travel agents Pay-at- 
the-pump technology allows gasoline purchasers to be their 
own cashiers and save the time and effort of walking to a 
facility (and possibly entering a queue) to pay Not all con- 
sumers will prefer a self-service option, even 1f one 15 pro- 
vided Self-service technologies are most likely to 1mprove 
consumers' convenience perceptions when consumers can 
choose the mode of service—full-service or self-service 


Pio Consumers’ perceptions of service convenience will be 
influenced by their perceived fairness of a firm's queue 
design 
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Ру; Consumers’ perceptions of service convenience will be 
higher for a firm that offers a choice between full-service 
and self-service when self-service technology 1s available 


Individual Consumer Differences 


Several individual consumer characteristics may influence 
convenience perceptions А consumer's tolerance for incon- 
venience may be partially explained by demographic char- 
acteristics (eg, gender, income) or shopping style 
(Bergadaa 1990, Goldman 1977, Jacoby, Szybillo, and 
Berning 1976) However, in this article we explicitly focus 
on the role of time orientation (Kaufman, Lane, and 
Lindquist 1991, Shimp 1982), perceived ште pressure 
(Katz, Larson, and Larson 1991, Taylor 1994), empathetic 
feelings (Bagozzi and Moore 1994, Thompson 1997), and 
consumer's experience with service providers (Hui and Tse 
1996, Kumar, Kalwani, and Dada 1997, Leclerc, Schmitt, 
and Dube 1995) 


Time orientation. Consumers differ ın their time orienta- 
tion and approaches to allocating time (Bergadaa 1990, 
Durrande-Moreau and Usunier 1999) Researchers have 
studied cultural differences related to monochronic and 
polychronic time use, present and future orientations, linear 
and cyclic time concepts, and beliefs on whether time 15 
finite (Graham 1981, Hall and Hall 1987, Kluckhohn and 
Strodtbeck 1961) Studies examining cultural differences 1n 
attitudes toward time indicate that time and energy conser- 
vation influences buying behavior (Hafstrom, Chae, and 
Chung 1992, Luqmani, Yavas, and Quraeshi 1994) 

Polychronic (concurrent) time use, which enables peo- 
ple to accomplish several goals at the same time, 15 preferred 
by consumers who view time as a scarce resource and plan 
its use carefully (Jacoby, Szybillo, and Berning 1976, Kauf- 
man, Lane, and Lindquist 1991) Research suggests the need 
for service providers to offer consumers more opportunities 
to be polychronic—to combine activities—thus reducing 
their perceived time costs (Kaufman, Lane, and Lindquist 
1991) For example, some mall parking garages offer car 
detailing and servicing for customers while they are shop- 
ping Consumers who are culturally influenced to view time 
as a finite resource are likely to be particularly sensitive to 
the time costs of activities (Shimp 1982) Accordingly, cul- 
tural differences in time orientation have been found to have 
an effect on perceptions of convenience (Gagliano and Hath- 
cote 1994) 


Ру Consumers who are given the opportunity to engage 1n 
polychronic time use will have more favorable percep- 
tions of service convenience than other consumers 


P,3 Consumers who view time as finite will have less favor- 
able perceptions of service convenience than consumers 
who view time as nonfinite 


Perceived time pressure The situational variable of time 
pressure, which occurs when people perceive their available 
time to be insufficient (see Landy etal 1991), also has been 
found to affect people's time allocation strategies (Bergadaa 
1990, Durrande-Moreau and Usunier 1999, Hornik 1982, 
1984) For example, situational time pressure will affect a 
consumer who must complete a task quickly to meet a dead- 
line (e g , shopping for a birthday gift on the way to a birth- 
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day party) Time pressure 15 considered a lifestyle variable 
by convenience orientation researchers, who relate it to role 
overload (Reilly 1982) 

People who are more concerned about time than others 
may be susceptible to the physical and psychological symp- 
toms associated with strain when time demands are high 
(Landy et al. 1991) When influenced by required expendi- 
tures of time such as waiting, time pressure may trigger 
strong, negative emotions such as impatience and helpless- 
ness and result ın particularly negative convenience percep- 
tions (Hui and Tse 1996, Maister 1985) 


Ру Consumers influenced by situational time pressure will 
perceive lower service convenience than will those who 
are not time pressured 


Empathy Empathy, which 1s identified as an other- 
focused emotion (as opposed to an ego-focused emotion), 
involves feeling compassion for others in a social or inter- 
personal context Whereas ego-focused emotions (е 5, 
pride, anger) are exclusive of others and reflect the need for 
individual expression, empathy satisfies the need for unity 
and harmony by fostering feelings of affiliation and con- 
nectedness (Aaker and Williams 1998) Empathy has been 
related to altruism in that it is an emotional response, driven 
by personalized norms and internalized values, motivating 
one person to help another (Thompson 1997) Aspects of 
empathy include perspective taking, compassion/pity, and 
protection motivation (Bagozzi and Moore 1994) 

Empathetic responses vary across individuals, and those 
most likely to experience empathy possess either high empa- 
thetic ability (prior experience with the need faced by some- 
one else) or an emotional attachment to a particular issue 
(Bendapudi, Singh, and Bendapudi 1996) Consumers may 
demonstrate empathy toward a service provider by taking his 
or her perspective in a service experience This has been 
defined as cognitive role taking (Stephens and Gwinner 1999) 
Such responses may cause consumers to exhibit self-control 
and refrain from voicing dissatisfaction in a service encounter 
Feelings of empathy with a service provider are likely to affect 
consumers’ convenience perceptions With greater empathy, 
perceived time and energy costs will be lower 


Pis Consumers who are empathetic toward a service provider 
will perceive higher service convenience than will con- 
sumers who are not empathetic 


Experience Prior research has consistently demon- 
strated that consumers’ experience or familiarity influences 
how they use information to make decisions and assess 
goods and services (Brucks 1985, Rao and Monroe 1988, 
Зијап 1985) As consumers gain experience with service 
providers, decision convenience costs decline as provider 
choice sets become smaller and relationships solidify How- 
ever, when consumers are inexperienced—making their first 
overseas trip, for example—decision convenience costs will 
rise When people relocate to a new town and move from an 
experienced to an inexperienced status, they will invest sig- 
nificant time and energy resources to rebuild supplier net- 
works The work of Solomon (1986) and others suggests 
that a consumer's perceived self-expertise is inversely 
related to the probability of seeking help with purchase 


decisions, for example, low confidence may mediate the 
likelihood of enlisting the services of an interior decorator, 
wardrobe consultant, or stockbroker 

Prior research has demonstrated that consumers have 
scripts and schemas for specific situations and transactions, 
and the more developed these schemas, the more easily eval- 
uations are formed (Goodstein 1993, Sujan 1985, Wansink 
and Ray 1996) When new information 15 consistent. with 
past schemas (and experiences), evaluations are more favor- 
able (Wansink and Ray 1996) Consumers who know where 
to go and what to do as participants 1n a service operation 
minimize wasted time and energy Experience influences 
service expectations and affects convenience perceptions 
For example, satisfaction with waiting 15 related to expecta- 
tions for the length of a wait, which 15 determined in part by 
a consumer's experience with a firm (Davis and Vollmann 
1990, Hui and Tse 1996, Leclerc, Schmitt, and Dube 1995) 
Therefore, consumers’ familiarity with a service provider 15 
likely to improve their perceptions of convenience (Kumar, 
Kalwani, and Dada 1997) 


Ру Consumers who are familiar with a service provider's sys- 
tems will perceive higher service convenience than will 
consumers who are unfamiliar with them 


Service Evaluation 


Researchers have consistently found that consumers’ evalu- 
ation of waiting time affects their satisfaction with the ser- 
vice Several waiting time studies report a strong relation- 
ship between consumers' evaluation of the wait and overall 
service satisfaction For example, Carmon, Shanthikumar, 
and Carmon (1995) find dissatisfaction with waiting for ser- 
vices to be highly correlated with overall satisfaction judg- 
ments Kumar, Kalwani, and Dada (1997) and Pruyn and 
Smidts (1998) find that consumer satisfaction. increases 
when waiting time proves to be shorter than expected Hous- 
ton, Bettencourt, and Wenger (1998) find that perceived 
waiting time affects overall service quality Their results 
suggest that waits perceived to be unacceptable negatively 
affect service quality perceptions, even for relatively unim- 
portant transactions Keaveney (1995) finds that service 
inconvenience contributes to consumer switching behavior 
Researchers also have considered the impact of 
consumer-perceived fairness on service satisfaction and qual- 
ity (see, e g , Seiders and Berry 1998, Tax, Brown, and Chan- 
drashekaran 1998) Convenience perceptions in general are 
likely to affect consumers’ evaluation of service fairness 
Equity theory (see Adams 1965), which focuses on distribu- 
tive justice, relates fairness to the equitable balance of input 
(such as time and effort) and output among exchange part- 
ners The relationship between consumers' Justice percep- 
tions and their attitudes toward waiting has long been noted in 
the Itterature (Katz, Larson, and Larson 1991, Larson 1987) 
Consumers' convenience perceptions and their effects on 
service evaluation are likely to be influenced by attributions 
of blame for unexpectedly high time and energy costs (Bit- 
ner 1990) Whether the inconvenience is deemed within ог 
beyond the control of the firm has been found to play a cen- 
tral role ın consumers’ emotional responses and cognitive 
assessments (Katz, Larson, and Larson 1991, Maister 1985, 


Taylor 1994) We expect the relationships between con- 
sumers’ perceptions of service inconvenience and their eval- 
uations of quality, satisfaction, and fairness to be moderated 
by their attributions of control to the service provider. More 
specifically, when consumers believe that a service provider 
has control over service inconvenience, their judgments of 
quality, satisfaction, and fairness are likely to be more neg- 
ative (Folkes, Koletsky, and Graham 1987, Seiders and 
Berry 1998, Taylor 1994, Weiner 1986) Airline passengers 
are less likely to blame an airline for a weather-related delay 
than a delay believed to be caused by management-union 
tensions 


Руз Consumers’ perceptions of convenience will have а posi- 
tive influence on their (a) satisfaction with the service, (b) 
assessments of service quality, and (c) perceptions of 
fairness 


Pig Consumers’ perceptions of inconvenience will more 
adversely affect their evaluation of a service when they 
believe the inconventence was controllable 


Further Research 


This article provides a conceptual framework designed to 
guide further research in the domain of service convenience 
Developing scales to assess the five types of service conve- 
nience and empirically testing the propositions. presented 
offer avenues for further research A crucial early step 15 to 
develop an instrument to measure the types of service con- 
venience We have identified some items for illustrative pur- 
poses and present them ın this section The items could be 
assessed using a Likert format 

Decision convenience is consumers' perceived time and 
effort expenditures to make service purchase or use decisions 

It took minimal time to get the information needed to choose 

a service provider 
*Making up my mind about what I wanted to buy was easy 


elt was easy to get the information I needed to decide which 
Service provider to use 


Access convenience 1s consumers' perceived time and 
effort expenditures to initiate service delivery 


It was easy to contact the service provider 
eit did not take much time to reach the service provider 
eI was able to get to the service provider's location quickly 


Transaction convenience 15 consumers’ perceived time 
and effort expenditures to effect a transaction 


eI did not have to make much of an effort to pay for the service 
*They made it easy for me to conclude my purchase 
eI was able to complete my purchase quickly 


Benefit convenience 15 consumers’ perceived time and 
effort expenditures to experience the service's core benefits 

el was able to get the benefits of the service with minimal 

effort 

*The service was easy to use 


*The time required to receive the benefits of the service was 
appropriate 
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Postbenefit convenience 1s consumers’ perceived time 
and effort expenditures to reinitiate contact with the service 
provider after the benefit stage of the service 


•Тће service provider resolved my problem quickly 
*It took little effort to arrange follow-up service 
•Тће service provider made it easy for me to resolve my problem 


When researchers have developed psychometrically 
valid scales for consumer perceptions of service conve- 
nience, the propositions advanced in this article could be 
tested by means of experimental and survey methods 
Ostrom and Iacobucci (1995) provide a relevant discussion 
of the experimental methodology needed to manipulate var- 
1ous kinds of services In their research, they explicitly 
examine the role of experience versus credence services A 
similar procedure could be used to manipulate various ser- 
vice characteristics, such as labor intensiveness, inseparabil- 
ity, and hedonic value Such procedures would involve 
manipulating these factors and asking subjects to assess 
their perceptions and the relative importance of the five 
types of service convenience For example, researchers 
could test P, by manipulating labor intensity of the service 
(high, low) and asking subjects to assess the aforementioned 
measures 

Experimental research also could provide important 
insights on the convenience effects of the firm-related varı- 
ables, such as service facility enhancements and the avail- 
ability of information The four firm-related factors could be 
individually manipulated (1 e , four studies with a between- 
subjects design having two levels) The service environment 
could be manipulated using the presence versus the absence 
of engaging activities (e g , music videos) at the checkout 
counter, similar to the approach used by Pruyn and Smidts 
(1998) Providing consumers with 1nformation about poten- 
tial wait times could be manipulated as either the presence 
versus absence of the information (see Folkes, Koletsky, and 
Graham 1987, Taylor 1994) or the duration of the wait time 
The service provider brand could be manipulated at high 
versus low levels of brand reputation or equity (see the 
research on manipulating brand names by Dodds, Monroe, 
and Grewal [1991]) Service system design could be manip- 
ulated using the presence versus absence of a time-saving 
option (e g , self-scanners) (see the research by Meuter et al 
[2000] and Bitner, Brown, and Meuter [2000] The critical 
dependent variable in these studies would be the service 
convenience construct, which could be operationalized as 
the sum of each type of service convenience (decision, 
access, transaction, benefit, and postbenefit) weighted by its 
importance Postbenefit convenience would enter the sum- 
mation only when applicable Such a research design would 
enable testing of Ру, Ра, Ро, and Py; 

Alternatively, a 2 х 2 X 2 research design could be used 
to test the effects of any three firm-related factors Such a 
design would enable the researcher to test the complicated 
interactions between the firm-related factors and service 
convenience For example, by examining the effects of time- 
saving options, brand equity, and wait time information, 
researchers could investigate the effects of the three two- 
way interactions It might be expected that the effects of 
time-saving technology options on consumer perceptions of 
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convenience would be more pronounced for a well-regarded 
service provider (1e , an interaction between service deliv- 
ery technology and the service brand) Another possible 
interaction 15 between the wait time 1nformation factor and 
the brand reputation factor The effect of providing wait time 
information 15 likely to be more pronounced for well-known 
than for less-known providers because the information prob- 
ably will be viewed as more credible and accurate Finally, 
the presence of time-saving options will particularly 
enhance perceived convenience when consumers are aware 
of the potential wait (16, consumers will have a greater 
opportunity to employ the time-saving options) Studies 
such as these would benefit from developing interaction 
hypotheses and testing both main and interaction. effect 
hypotheses 

Survey methods could be used to assess individual con- 
sumer differences, such as time orientation (Р; and Py3), 
time pressure (P4), empathetic feelings (Ру), and level of 
experience (Р) The effects of these factors on service con- 
venience and, in turn, its effect on satisfaction (P,7,), qual- 
ity (P155). and fairness (P}7,) could then be assessed using 
causal modeling procedures In our article, we do not expli- 
cate the moderating effects that these 1ndividual consumer 
differences may have on the effects of firm-related factors 
on perceived service convenience Further research needs to 
specifically examine and test these relationships For exam- 
ple, the effects of self-service delivery options on service 
convenience (Р, 1) are likely to be more pronounced for con- 
sumers who view ште as a scarce resource or are operating 
under time pressure 


Discussion 


Service convenience 15 consumers’ time and effort percep- 
tions related to buying or using a service Service conve- 
тепсе 1s a pervasive construct and an important issue It 15 
pervasive because all marketing performances that require 
consumer time and effort fall within из domain. It 15 ипрог- 
tant because time and effort are resources people must give 
up to become consumers Time 15 nonrenewable and effort 
depletable Societal trends such as the participation. of 
women and mothers in the labor force and technological 
advances that create more communications, information, 
and entertainment options have placed added pressure on 
people's time and effort resources Frequently, marketing 
effectiveness 15 more a function of saving consumers time 
and effort than saving them money 

It ıs useful to make a distinction between service conve- 
nience and goods convenience. Services performed directly 
for consumers require their presence where and when the 
service ıs available—on the plane at departure time, in the 
classroom during the lecture Buying intangibles also 
requires consumers to make purchase decisions without 
inspecting the product For some services, this may be of lit- 
tle practical significance However, consumers may invest 
considerable time and effort to select nonstandardized, 
labor-intensive services that are personally important 
Understanding service convenience better will help mar- 
keters improve the value of their market offers Because 
goods marketing depends on support services such as per- 


sonal selling, credit, and checkout, service convenience 
facilitates the marketing of goods, not just the marketing of 
services 

Service convenience 15 more instrumental to consumers 
1n some situations than in others, for both determining the 
choice of a service firm and evaluating a firm's perfor- 
mance The three sets of antecedents in our model address 
the influence of convenience on both choice and evaluation 
Service characteristics 1dentify conditions in which conve- 
nience may be particularly valuable to consumers, whereas 
firm-related factors identify company actions or traits that 
affect how favorably consumers rate convenience Individ- 
ual consumer differences identify characteristics that affect 
both the perceived importance of convenience (eg, the 
degree to which a consumer 15 time pressured) and how 
favorably it will be rated (e g , a consumer’s level of empa- 
thy with service firm employees) 

We propose that service convenience has two dimen- 
stons—time and effort Consumers spend time and effort 
deciding on, accessing, transacting for, and benefiting from 
aservice They may also need to spend more time and effort 
after the service encounter The relative importance of these 
convenience types varies across situations, services, and 
consumers For example, waiting 1n an automobile queue to 
pay a bridge toll (transaction convenience) 15 likely to be 
more inconvenient to a driver who 15 late for an appointment 
than to many others ın the same queue Access convenience 
1s particularly important for inseparable services, whereas 
decision convenience ts central to consequential and labor- 
intensive services All forms of service convenience are 
likely to be more salient to сопуептепсе-опеп(ед consumers 
(Morganosky 1986, Yale and Venkatesh 1986) 

A service can be convenient 1n some ways, Inconvenient 
1n other ways One type of inconvenience may cancel the 
positive effects of other types of convenience Consumers' 
perceptions of service convenience directly affect their per- 
ceptions of a firm's service quality and their satisfaction 
with а specific encounter or experience. Because time and 
effort are personal resources consumers must give up to buy 
or use a service, fairness issues also may surface when con- 
sumer convenience expectations are violated 


Improving Service Convenience 


Consumers' service convenience perceptions are influenced 
not only by the characteristics of the service and individual 
consumer differences but also by firm-related factors Mar- 
keters can do much to improve consumers' convenience per- 
ceptions They can lower consumers’ actual time and effort 
costs 1n many cases and can almost always improve the qual- 
ity of consumers’ waits for service Information is an essential 
tool Of particular importance 1s information that (1) reduces 
consumers’ uncertainty and anxiety about delays (“The doc- 
tor ıs running about 20 minutes late"), (2) helps consumers 
use the service system properly (“Please use this line for maıl- 
ing packages outside of the United States "), and (3) explains 
the reasons for delays (“Because of the inclement weather, air 
traffic control is slowing the arrival of aircraft to the airport ") 

Gathering information about consumers and using it to 
anticipate their requirements also can lead to improved соп- 


venience Ritz-Carlton 1s among several hotel chains that 
use information technology to predict consumers' prefer- 
ences and customize the service experience accordingly, 
such as assigning repeat guests to a preferred room pre- 
stocked with their favorite. beverages and snacks Wal- 
greens’ satellite-based information system, known as Inter- 
com Plus, reduces consumer waiting time through ап 
automated queuing process that has prescriptions ready 
when consumers want to pick them up 

Understanding the core issue underlying each conve- 
тепсе type 15 critical to improving service convenience 
Decision convenience 15 important because making deci- 
sions about intangible and variable services can be difficult 
for consumers Firms can reduce the difficulty through clear, 
accessible information and brand-strengthening efforts that 
include reliable service performance Not only does conve- 
nience affect service quality, but service quality also affects 
convenience. Consumers who are confident about a firm's 
service quality because of their past experiences have an 
easier service-supplier decision to make than consumers 
who lack confidence 

Access convenience 1s important because so many ser- 
vices require consumers’ participation Consumers must be 
present at the right time and place Firms can improve 
access convenience by (1) offering consumers multiple ways 
to initiate service, including the use of self-service tech- 
nologies, (2) separating required front-end administrative 
tasks in tıme and place from the benefit-producing part of a 
service, such as allowing consumers to reserve a rental car 
online, (3) bringing the service to the consumer rather than 
bringing the consumer to the service, and (4) reducing con- 
sumers' time and effort 1n moving from the core service 
(such as buying a home) to functionally related services 
(such as mortgage financing and homeowners' insurance) 

Transaction convenience is important because waiting to 
pay 1s especially unrewarding for consumers The Wall 
Street Journal reports studies in which 83% of women and 
91% of men indicate that long checkout lines have prompted 
them to stop patronizing a particular store (see Nelson 
2000) McDonald’s has determined that sales increase by 
1% for every six seconds consumers save in using the drive- 
through window (Ordonez 2000) 

Benefit convenience is 1mportant because а service's 
benefit 15 what consumers invest resources (including time 
and effort) to receive Benefit inconvenience 1s common 
Viewers complain. about having to sit through too many 
commercials when watching telecasts of major sporting 
events such as the Olympics Restaurant consumers com- 
plain about entrees that arrive at the table too late—or too 
soon Benefit inconvenience can reduce the benefit 

Postbenefit convenience 15 important because consumers 
must allocate additional time and effort resources to reiniti- 
ate contact with a firm after a service encounter In the case 
of a service failure, consumers' time and effort expenditures 
are not only additive but also unanticipated Postbenefit 
inconvenience 15 exacerbated by recency effects, it comes at 
the end of the consumer's service experience 
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More Questions Than Answers 


Much useful research has been done on one aspect or 
another of consumer convenience The waiting time litera- 
ture 1s particularly robust, yet the convenience literature 1n 
marketing ıs neither cohesive nor mature Questions domi- 
nate answers Marketers know convenience 1s important to 
consumers even 1f they are not always sure how to deliver 1t 

Service convenience 15 uncharted territory. It tends to be 
either treated generally 1n the services literature or lumped 
into a broader convenience construct for which distinctions 
between goods and services are not made Yet a distinction 


between goods and service convenience 1s necessary Man- 
ufactured goods convenience includes 1ssues such as prod- 
uct form, size, packaging, and preservability Service conve- 
nience leads in some other directions Our quest in. this 
article was to integrate the consumer convenience and ser- 
vices literature to propose a comprehensive model of service 
convenience We know of no other such model and hope our 
model will stimulate needed research 1n this subject area In 
service economies that include so many time- and energy- 
1mpoverished consumers, learning more about service con- 
venience should be a priority 
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Ken Matsuno, John T. Mentzer, & Aysegül Ozsomer 


The Effects of Entrepreneurial 
Proclivity and Market Orientation on 
Business Performance 


The recent literature suggests a potential tension between market orientation and entrepreneurial proclivity in 
achieving superior business performance. This is unsettling for marketers, because it could mean that being mar- 
ket oriented is detrimental to a firm that is also trying to be entrepreneurial and successful To examine this unnerv- 
ing potential, the authors investigate structural influences (both direct and indirect) of entrepreneurial proclivity and 
market orientation on business performance The results indicate that entrepreneurial proclivity has not only a pos- 
itive and direct relationship on market orientation but also an indirect and positive effect on market orientation 
through the reduction of departmentalization The results also suggest that entrepreneurial proclivity's performance 
influence is positive when mediated by market orientation but negative or nonsignificant when not mediated by mar- 


ket orientation The authors also provide a discussion and future research implications 


argues that well-managed companies often fail to шпо- 

vate precisely because they are rightfully preoccupied 
with the market—existing or potential—they know The 
contention 15 an unnerving one for managers who believe in 
a market orientation. Know the market, share the market 
information, and act on ıt (Jaworski and Kohli 1993, Kohli 
and Jaworski 1990) It is unsettling because the argument 
suggests that being market oriented, a good management 
practice and the foundation of marketing strategy formula- 
tion and execution, could be harmful for a firm that 1s also 
trying to be entrepreneurial and successful This potential 
tension between market orientation and entrepreneurial pro- 
clivity (1e, an organizational predisposition to entrepre- 
neurial management processes, to be discussed in detail sub- 
sequently) deserves serious attention because compelling 
evidence exists that market orientation leads to positive 
business performance (e g , Baker and Sinkula 1999, Green- 
ley 1995, Han, Kim, and Srivastava 1998, Jaworski and 
Kohli 1993, Matsuno and Mentzer 2000, Narver and Slater 
1990, Selnes, Jaworski, and Kohli 1996), and entrepreneur- 
1al proclivity 1s also argued to contribute to superior firm 
performance (Barringer and Bluedorn 1999, Covin and 
Slevin 1989, Drucker 1998, Lumpkin and Dess 1996, Miller 
1983) Although it 1s well argued that fundamental functions 
of businesses are the creation of both satisfied customers 
(re, marketing) and entrepreneurial innovation. (Desh- 
pandé, Farley, and Webster 1993, Drucker 1954), perhaps 
companies cannot have both 


| his book /nnovator's Dilemma, Christensen (1997) 
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The purpose of this study 1s to investigate how market 
orientation and entrepreneurial proclivity affect business 
performance To this end, our theoretical model conceives 
market orientation as a firm’s intelligence-related activities 
and responsiveness (Kohli and Jaworski 1990) and considers 
market orientation as both a consequent phenomenon of 
entrepreneurial proclivity and a systematic safeguard against 
undue risk-taking tendencies Furthermore, from the pur- 
poseful enactment perspective, we consider an organiza- 
tton’s entrepreneurial proclivity an antecedent to how an 
organization 1s designed and structured (means) to achieve 
the desired outcome when it faces new business opportuni- 
ties (Child 1972, Lumpkin and Dess 1996, Van de Ven and 
Poole 1995, Weick 1979) We also argue that organizational 
design and structure are derivatives of the organization’s pre- 
disposition toward external environments (Joyce and Slocum 
1990), and the design and structure, shaped by entrepreneur- 
1al proclivity, in turn affect the level of market onentation 

By integrating the distinct and yet related bodies of litera- 
ture of market orientation, strategic management, and entre- 
preneurship, we investigate the structural relationships among 
market orientation, organizational structure, entrepreneurial 
proclivity, and business performance In the following section, 
we present the conceptual model and propose the hypotheses 


The Conceptual Model and 
Hypotheses 


Entrepreneurship was originally studied as a market entry 
problem “What business shall we enter?” (Miles and Snow 
1978) A more recent conceptual domain of entrepreneur- 
ship involves entrepreneurial management processes, "the 
methods, practices, and decision-making styles managers 
use to act entrepreneurially” (Lumpkin and Dess 1996, p 
136) Reflecting this extension of the conceptual domain to 
a generalized management process, the literature reveals 
several different terms, such as entrepreneurial proclivity 
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(e g , Pellissier and Van Buer 1996), entrepreneurial orienta- 
tion (eg, Lumpkin and Dess 1996), and entrepreneurial 
management (e g , Stevenson and Jarillo 1990), that are used 
1nterchangeably to describe the equivalent generalized con- 
cept Indeed, the consensus in the strategic management and 
entrepreneurship literature. offers three underlying dimen- 
sions of the organizational predisposition to entrepreneurial 
management processes innovativeness, risk taking, and 
proactiveness (Barringer and Bluedorn 1999, Caruana, Mor- 
ris, and Vella 1998, Covin and Slevin 1989, Jennings and 
Young 1990, Khandwalla 1977, Miller 1983, Miller and 
Friesen 1982, Morris, Avila, and Allen 1993) For this study, 
we use the term entrepreneurial proclivity and define ıt as 
the organization’s predisposition to accept entrepreneurial 
processes, practices, and decision making, characterized 
by its preference for innovativeness, risk taking, and 
proactiveness 

A business can achieve market orientation's full potential 
when driven by an entrepreneurial proclivity, appropriate 
organizational design, and structure (Slater and Narver 1995) 
Furthermore, the recent conceptual and definitional debate on 
market orientation has recognized that the development of a 
market orientation should be understood from both organiza- 
tional and behavioral perspectives, encouraging a holistic 
approach to the antecedent investigation of market orienta- 
tion (Deshpandé and Farley 1998a, b, Narver and Slater 
1998) To this end, we follow the conceptual approach of 
market orientation as a set of behaviors and processes related 
to continuous assessment of external environments (Desh- 
pandé and Farley 1998a, Jaworski and Kohli 1993) Because 
entrepreneurial proclivity refers to the predisposition to 
accept entrepreneurial management processes, tapping part 
of the broader organizational culture, we conceptualize entre- 
preneurial proclivity and organization structure as the organı- 
zational antecedents (or why’s) of market orientation, a set of 
activities and behaviors (Deshpandé and Farley 1998b) 

Our conceptual model (Figure 1) specifies the relation- 
ships among the four building blocks of our study entrepre- 
neural proclivity, organizational structural dimensions, 
market orientation, and business performance We model 
entrepreneurial proclivity and organizational dimensions 
and individually relate them to market orientation to explain 
how and why a firm recognizes and acts on market opportu- 


nities (Deshpandé and Farley 1998b), which lead to varied 
levels of business performance In the following sections, 
we develop the hypothetical relationships in the model 


Entrepreneurial Proclivity and Organizational 
Structure 


Although two theoretically related but distinct bodies of lit- 
erature—strategic management and market orientation—are 
replete with studies that address these concepts' relation- 
ships with organizational structure, relatively little empirical 
research structurally bridges all three, with one notable 
exception by Deshpandé, Farley, and Webster (1993) ! Col- 
lectively, the three underlying dimensions of entrepreneurial 
proclivity (innovativeness, risk taking, and proactiveness) 
constitute the rationale for firms to renew the organization, 
destroy the existing order of the market (Schumpeter 1934), 
and offer an alternative and potentially superior customer 
value proposition (Deshpandé, Farley, and Webster 1993, 
Slater and Narver 1995) Entrepreneurial proclivity is sug- 
gested to have a direct impact on how an organization 15 
designed and structured to achieve the desired business per- 
formance (Drazin and Howard 1984, Govindarajan 1988) 
Specifically, an organization's three structural dimensions 
(formalization, centralization, and departmentalization) are 
of interest 1n this study 

Formalization ıs defined as “the emphasis placed within 
the organization on following specific rules and procedures 
in performing one's job" (Zaltman, Duncan, and Holbek 
1973, p 138) The degree of centralization refers to the 
amount of responsibility and authority delegated (Flippo 
1966) More formally, Zaltman, Duncan, and Holbek (1973, 
p 142) define centralization as "the locus of the authority 
and decision making in the organization” Greater formal- 
1Zation and centralization produce uniformity of policy and 
action, lessen risks of errors by personnel who lack either 
information or skill, utilize the skills of central and special- 
ized experts, and enable closer control of operations (Flippo 





IDeshpandé, Farley, and Webster (1993) focus on the relation- 
ships among 1nnovativeness, customer orientation, and organiza- 
tional characteristics However, they do not explicitly treat innova- 
tiveness as a part of the entrepreneunal proclivity construct 


FIGURE 1 
The Conceptual Model and Hypothesized Relationships 
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1966, p 131) Conversely, less formalization and centraliza- 
tion tend to lead to speedier decisions and actions at any 
hierarchical level, and such decisions are more likely to be 
adapted to individual situations. (Flippo 1966, р 131) 
Departmentalization or specialization generally refers to the 
extent to which a breadth of tasks is confined to a predeter- 
mined domain (Kohli and Jaworski 1990, Mintzberg 1979, 
Ruekert, Walker, and Roering 1985) Although departmen- 
talization 15 sometimes operationalized as the number of 
departments into which organizational tasks are partitioned 
and compartmentalized, perhaps the sheer number of 
departments in organizations may not be as indicative of 
departmentalization as the existence (or lack) of departmen- 
tal interaction—the degree of formal and informal direct 
contact among employees across departments Conceptual- 
izing ın this manner, we define and operationalize depart- 
mentalization as the extent to which members of depart- 
ments are isolated from interdepartmental interactions 

An argument can be made that entrepreneurs (and their 
businesses) are often characterized by a centralized vision and 
strong leadership Therefore, centralization, formalization, and 
departmentalization can be instrumental for entrepreneurs to 
efficiently implement their vision and strategy. However, the 
generalized concept of entrepreneurship is not equal to "being 
an entrepreneur” or “driven by an entrepreneur" but rather 15 an 
organizational process characterized as entrepreneurial or even 
“intrapreneurial” (Pinchot 1985) Specifically, an organiza- 
tion's predisposition to the generalized concept of entrepre- 
neurship (or entrepreneurial proclivity) has been argued to be 
an antecedent to organizational structure and design (Lumpkin 
and Dess 1996) Lumpkin and Dess (1996) argue that entre- 
preneurially predisposed organizations value autonomy and 
freedom to encourage creativity and champion untested but 
promising ideas Autonomy, in an organizational context, 
refers to action taken free of structural constraints that stifle 
risk taking, exploration, and out-of-the-box thinking Thus, a 
greater degree of formalization, centralization, and departmen- 
talization appears to be neither consistent with the generalized 
concept of entrepreneurial management processes nor con- 
ducive to the pursuit of entrepreneurial opportunities A limited 
number of empirical studies support this generally negative 
relationship (Caruana, Morris, and Vella 1998, Moon 1999) 


H, Entrepreneurial proclivity 15 negatively related to 
formalization 


Н, Entrepreneurial proclivity 15 negatively related to 
centralization 


H4 Entrepreneurial proclivity is negatively related to 
departmentalization 


Organization Structure and Market Orientation 


Whereas entrepreneurial proclivity 15 studied as ап 
antecedent to organizational design and structure in the 
strategic management literature, the structural dimensions 
are studied predominantly as antecedents or influencers of 
marketing activities and processes in the marketing litera- 
ture (eg, Dwyer, Shurr, and Oh 1987, Moorman, Desh- 
pandé, and Zaltman 1993, Ruekert, Walker, and Roering 
1985) Particularly in the past decade, a stream of research 
has addressed how an organization's structural dimensions 
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influence the level of market orientation, because certain 
levels of organizational dimensions are thought to be more 
(or less) conducive to a firm becoming market oriented (e g , 
Deshpandé, Farley, and Webster 1993, Jaworski and Kohli 
1993, Kohli and Jaworski 1990, Narver and Slater 1991, 
Ruekert 1992, Selnes, Jaworski, and Kohli 1996, Slater and 
Narver 1995) 

Jaworski and Kohli (1993) hypothesize formalization as 
negatively related to intelligence generation and dissemina- 
tion and positively correlated with responsiveness (Kohli 
and Jaworski 1990, Zaltman, Duncan, and Holbek 1973) 
Similar to the relationship between formalization and mar- 
ket orientation, centralization may lower intelligence gener- 
ation and intelligence dissemination and increase respon- 
siveness (Kohli and Jaworski 1990) Empirical results are 
mixed, however Jaworski and Kohli (1993) find that cen- 
tralization 1s negatively correlated to all three dimensions of 
market orientation, though statistical significance varies 
between the two sample sets ın their study Nonetheless, in 
line with Deshpandé and Zaltman (1982), we expect cen- 
tralization to inhibit information utilization, particularly 
limiting intelligence dissemination and responsiveness 

Jaworski and Kohli (1993, p 59) operationalize depart- 
mentalization as “a count of the number of departments in 
the business unit” The greater number of departments 
involved, the more difficult 1t may be for organizations to 
communicate information and respond quickly Conceptu- 
ally, a greater degree of departmentalization seems to be 
antagonistic to a market orientation, a set of organization- 
wide intelligence activities Thus, 1t appears that the degree 
of departmentalization reduces the magnitude of market ort- 
entation Although Jaworski and Kohli (1993, р 56) find 
that departmentalization 1s not significantly correlated to 
any of the three dimensions of market orientation, their 
study suggests that the sheer number of an organization’s 
departments may not be as significant as departmental con- 
nectedness—the degree of formal and informal direct con- 
tact among employees across departments High inter- 
departmental connectedness and low interdepartmental 
conflict are positively related to the level of market orienta- 
tion (Jaworski and Kohli 1993) Implicit in the number of 
departments conceptualization 1s an expectation that a 
greater number of departments should lead to increased 
alienation, lower connectedness, and greater interdepart- 
mental conflict Therefore, we expect a negative relationship 
between market orientation and departmentalization 


H4 Formalization is negatively related to market orientation 
Hs Centralization 15 negatively related to market orientation 


Hg Departmentalization ıs negatively related to market 
orientation 


Entrepreneurial Proclivity and Market Orientation 


In addition to the indirect relationship between entrepre- 
neurial proclivity and market orientation, mediated by orga- 
nizational structure, we believe that a direct relationship 
exists between them Recall that firms with entrepreneurial 
proclivity are innovative, risk taking, and proactive, and а 
central theme of the innovation literature is that information 
gathering and analysis are critical to the successful develop- 


ment and execution of innovation strategies (Barringer and 
Bluedorn 1999, Covin 1991) Furthermore, according to 
Barringer and Bluedorn (1999) entrepreneurial firms tend to 
engage ın a greater level of information-scanning activities 
(Hambrick 1982) Menon and Магадагајап (1992) also argue 
that a proinnovation culture promotes information sharing 
and utilization (a substantial part of market orientation), and 
1f such a culture 15 maintained to foster the organization's 
predisposition toward innovativeness, a positive relationship 
between entrepreneurial proclivity and market orientation 
could be enhanced 

In addition, although entrepreneurs recognize that chal- 
lenging the existing order 15 inherently risky, they engage in 
entrepreneurial endeavors Whether a risk-taking, innovative 
drive 1s initially caused by new technology (1 e , technology 
driven) or by customer needs (1 e , customer driven), the ulti- 
mate goal of entrepreneurial efforts (rather than scientific or 
engineering efforts) lies 1n business success, which happens 
only when the offer meets the market needs Indeed, many 
high technology start-up firms headed by scientists and engi- 
neers engage in risk taking without much assurance of the 
successful commercialization of the technology Among 
them, some may be driven by the desire to prove the tech- 
nology (1e, technology for technology's sake), yet others 
may be motivated by the prospect of meeting market needs 
(1e, commercializing the technology) Those with a purely 
technological obsession may be tempted to truncate or avoid 
altogether the process of market learning, thus, the risk tak- 
ing could result 1n a lower market orientation However, 
because challenging the existing business order 1s inherently 
risky, we believe that entrepreneurs distinguish themselves 
from those fixated on the technology and science by attempt- 
ing to manage the risk through learning the market, execut- 
ing actions quickly enough to distance themselves from the 
competition, and maintaining the high reward potential 
Therefore, the risk-taking dimension of entrepreneurial pro- 
clivity should lead to a higher level of market orientation 

In the context of entrepreneurship, proactiveness refers 
to a forward-looking perspective, to the tendency of “taking 
initiative by anticipating and pursuing new opportunities 
and by participating ın emerging markets” (Lumpkin and 
Dess 1996, p 146) We believe that the proactiveness 
dimension of entrepreneurial proclivity promotes identify- 
ing new market opportunities (e g, new product introduc- 
tion ahead of the competition 1n an emerging market seg- 
ment) and acting on those opportunities (Miller and Friesen 
1982, Venkatraman 1989), which results in an increased 
level of both intelligence generation and responsiveness 
(Kohli and Jaworski 1990) 

Therefore, we reasoned that the three dimensions of an 
organization's entrepreneurial proclivity collectively facilitate 
organization members' willingness and ability to engage in 
market learning activities, recognize the need to reduce undue 
uncertainty, and take a more calculated risk, thus promoting 
market orientation as defined by Kohli and Jaworski (1990) 
This position 15 consistent with the works of Deshpandé and 
colleagues (Deshpandé and Farley 1998a, b, Deshpandé, Far- 
ley, and Webster 1993, Moorman 1995) that strongly suggest 
the reinforcing effect of the adhocracy culture and organiza- 
tional innovativeness on customer orientation 


K-f.- 3367 


Н; Entrepreneurship 1s positively and directly related to mar- 
ket orientation 


Performance Impact of Entrepreneurial Proclivity 
and Market Orientation 


The generally positive performance 1nfluence of a market 
orientation 15 well documented (Baker and Sinkula 1999, 
Han, Kim, and Srivastava 1998, Jaworski and Kohli 1993, 
Narver and Slater 1990, Selnes, Jaworski, and Kohli 1996) 
The positive performance outcomes, however, should be 
viewed not only in absolute terms but also 1n competitive 
terms (1e, compared with a firm's relevant competitors), 
because a market orientation has been posited as one of a 
firm’s competitive capabilities and sources of advantage 
(Hunt and Morgan 1996) Therefore, 


Hg Market ortentation 1s positively and directly related to the 
relative measures of (a) market share growth, (b) percent- 
age of new product sales to total sales, and (c) return on 
investment (ROI) 


The performance impact of market orientation (eg, 
Baker and Sinkula 1999, Han, Kim, and Srivastava 1998, 
Jaworski and Kohli 1993, Narver and Slater 1990) and that 
of entrepreneurial proclivity (e g , Barringer and Bluedorn 
1999, Covin and Slevin 1986, 1989, Zahra 1991, 1993a) 
have been studied in two separate bodies of literature, but 
few studies bridge the two To our knowledge, neither the 
joint effect of the two constructs nor the separate, individual 
effect of one construct while the other 1s controlled has been 
empirically investigated This 1s unfortunate because each of 
the research streams points to theoretical connections 
between entrepreneurial proclivity and market orientation 

More 1mportant, this gap 1n the literature. points to an 
unsettling issue a potential tension between market orienta- 
tion and entrepreneurial proclivity Specifically, although 
both theoretical and empirical literature. support the direct 
and positive relationships between market orientation and 
performance measures (Hg), when entrepreneurial proclivity 
enters the picture (Figure 1) the critical question becomes, 
Given both indirect (H,—Hg) and direct (Ну) relationships 
between entrepreneurial proclivity and market orientation, 
what 1s the individual contribution of each construct (1e, 
entrepreneurial proclivity and market orientation) to busi- 
ness performance? 

Although it may be argued that a market orientation 15 
inherently entrepreneurial, we believe that subtle but impor- 
tant distinctions should be made between entrepreneurial 
proclivity, viewed as an organization’s predisposition to the 
three entrepreneurial dimensions, and market orientation, 
viewed as organizational behaviors and processes related to 
the external market environment (Deshpandé and Farley 
1998b, Slater and Narver 1995) Because of the external 
focus on developing information about markets, market- 
oriented firms are arguably well positioned to anticipate and 
respond to the emerging needs of their customers (Jaworski 
and Коћ! 1993, Kohli and Jaworski 1990, Narver and Slater 
1990) and may also be more likely to innovate successfully 
Therefore, a market-oriented business may appear to have 
an inherent entrepreneurial proclivity and advantage in its 
speed and effectiveness 1n responding to opportunities and 
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threats However, we argue that the positive performance 
1mpact of market orientation hinges on the level of entrepre- 
neurial proclivity According to Slater and Narver (1995), a 
business can achieve market orientation's full performance 
1mpact only 1f the market orientation 15 driven by an entre- 
preneurial spirit and appropriate organizational structures, 
processes, and incentives Therefore, we argue that entre- 
preneurial proclivity 1s an antecedent to business perfor- 
mance, in which the effect 1s sequentially mediated first by 
organizational structure and then by market orientation 


Hg Entrepreneurial proclivity's indirect 1mpact, mediated by 
organizational structure and market orientation, on the rel- 
ative measure of (a) market share growth (b) percentage of 
new product sales to total sales, and (c) ROI is positive 


Having hypothesized the indirect performance contribu- 
tion of entrepreneurial proclivity (Ho), one remaining ques- 
tion 1s, What 1s the direct impact of entrepreneurial procliv- 
ity on business performance? In the context of our 
conceptual model, what 1s the performance impact of entre- 
preneurial proclivity when that of market orientation 15 
accounted for? 

Researchers seem to agree conceptually that entrepre- 
neurial proclivity should contribute to a firm's superior per- 
formance and survival (Barringer and Bluedorn 1999, 
Drucker 1954, 1998, Lumpkin and Dess 1996, Miller 1983) 
However, empirical results provide only mixed support 
(Zahra 1993b) For example, Covin and Slevin (1989) find 
that entrepreneurial proclivity 1s not significantly related to 
a multi-i1tem financial performance scale (sales, sales 
growth, cash flow, return on equity, profit margin, net profit, 
ROI), but the same authors find a positive relationship 
between the same measures 1n a previous study (Covin and 
Slevin 1986) Zahra (1991) finds that entrepreneurial pro- 
clivity has a positive association with profitability and sales 
growth 

To make the matter even more complex, a potential 
trade-off seems to exist between market orientation. and 
entrepreneurial proclivity It ıs argued that many well- 
managed companies fail to become successful innovators 
precisely because they listen too much to their current cus- 
tomers, invest aggressively 1n technology, and provide more 
and better products of the sort the customers say they want 
(Christensen 1997) This proposition 15 consistent with the 
findings of Glazer and Weiss (1993), who report that inten- 
sive, formal intelligence-related activities—an important 
part of market orientation—are negatively related to perfor- 
mance ın a fast-moving environment For example, Procter 
& Gamble's recent struggles are often attributed to its metic- 
ulous attention to extensive (and excessive) research on 
existing customers, which has resulted only 1n modest, 
incremental product improvements and caused the firm to 
fall behind ın developing truly new products and markets 
(Useem 1999) Conversely, however, Gatignon and Xuereb 
(1997) report that a customer orientation, also an important 
part of market orientation, has a positive influence on an 
innovation's commercial success even in high demand- 
uncertainty cases Overall, the direct and independent per- 
formance effect of entrepreneurial proclivity, while market 
orientation 15 controlled, 1s not well established in the liter- 
ature Therefore, we offer the following hypothesis, based 
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on a conceptual plausibility that entrepreneurial proclivity 
contributes to a firm's superior business performance (Bar- 
ringer and Bluedorn 1999, Drucker 1954, 1998, Lumpkin 
and Dess 1996, Miller 1983) 


Ho There 15 a positive and direct impact of entrepreneurial 
proclivity on the relative measures of (a) market share 
growth, (b) new product sales to total sales, and (c) ROI 


Methods 


Data Collection 


We collected the data for this study 1n conjunction with pre- 
viously published studies (Matsuno and Mentzer 2000, Mat- 
suno, Mentzer, and Rentz 2000) We obtained a master list 
of 1300 US manufacturing companies that identified one 
marketing executive (vice president or director level) per 
company from a well-known, Midwest-based commercial 
vendor We randomly chose the 1300 companies from all the 
listed manufacturing companies (a total of approximately 
600,000) ın the vendor’s quarterly updated master list, 
which encompassed a wide range of the Standard Industrial 
Classification codes (2011—3999) 2 The profiles (employee 
size and annual sales) of the 300 manufacturing companies 
1n the pretest and the 1000 companies for the final sample 
are given by Matsuno and Mentzer (2000) In the pretest sur- 
vey instrument, we included all the measures pertinent to 
this study (1€, market orientation, entrepreneurial procliv- 
ity, three organizational structure variables, and perfor- 
mance measures) as well as demographic variables for both 
respondents and strategic business units (SBUs, e g , num- 
ber of 5805 responsible, title of respondent, SBU size, 
industry) Two-wave mailings produced a response rate of 
31 396 for this pretest Purification of items was conducted, 
on the basis of both substantive (e g , breadth of theoretical 
content coverage by the пет, consistency of the contents 
tapped by individual items under a single factor, clarity of 
the meaning and comprehensibility of the пет) and empiri- 
cal (e g , descriptive statistics, fit statistics such as modifica- 
tion index and standardized residuals, reliability statistics) 
criteria The detailed results of measurement validation, 
throughout the pretest and final data collection, are provided 
in the “Measures” section 

For the final data collection, a questionnaire packet, 
including cover letter, stamped return envelope, and ques- 
tionnaire, was sent to a random sample of 1000 marketing 
executives of the 1300 companies in the master list Three- 
wave mailings produced an effective response rate of 
38 76% (or 364 usable responses) after the number of unde- 
liverable survey packets returned to the authors was sub- 
tracted For nonresponse bias examination, multivariate 
analysis of variance was applied on the three business per- 
formance variables (market share, percentage of new prod- 
uct sales to total sales, and КОГ on the basis of the three 


2Included were food, tobacco, textiles, apparel, lumber and 
woods, furniture, paper, printing, chemical, petroleum, rubber, 
leather, stone, clay, glass, and concrete, metal, machinery, elec- 
tronic and electrical equipment, transportation equipment, and 
measuring instruments, among others 


mailing waves Because none of the multivariate tests of 
significance indicated differences ın the performance varı- 
ables, we concluded that nonresponse bias was not a signif- 
icant problem for the analysis 


Measures 


This section explains our measures and their development 
process All the final scale items are provided in the 
Appendix 


The market orientation scale Our focal research ques- 
tion calls for distinct operationalization, measurement, and 
modeling of the interrelationships among the four groups of 
theoretically related variables (entrepreneurial proclivity, 
market orientation, organizational structure dimensions, and 
business performance) Because the cultural (or broadly 
held organizational values and belief) market orientation 
scale (Narver and Slater 1990) could confound with the аш- 
tudinal construct of entrepreneurial proclivity through nor- 
mative bias (Deshpandé and Farley 1998a, b), we capital- 
ized on Kohli and Jaworski's intelligence behavioral market 
orientation scale (Jaworski and Kohli 1993, Kohli, Jaworski, 
and Kumar 1993) 

Although we support the fundamental conceptual posi- 
tion that market orientation consists of intelligence-related 
activities (Jaworski and Kohli 1993, Kohli and Jaworski 


1990), we believed that the MARKOR scale (Kohli, 
Jaworski, and Kumar 1993) could be improved ın two рп- 
mary areas breadth of item sampling domain, especially the 
range of market stakeholders and forces (Jaworski and Kohli 
1996, Kohli, Jaworski, and Kumar 1993, Slater and Narver 
1995), and factorial structure and fit (Kohli, Jaworski, and 
Kumar 1993, Siguaw, Simpson, and Baker 1998) Building 
on the MARKOR scale, we decided to use a modified, 22- 
item version of market orientation scale (Matsuno and 
Mentzer 2000, Matsuno, Mentzer, and Rentz 2000) that 
1mproved both item domain breadth and psychometric prop- 
erties of the MARKOR scale The 22-1tem market orienta- 
tion (or MO, for a notational purpose) scale 1s provided in 
the Appendix After conducting a confirmatory factor analy- 
sis (CFA) on the measurement model to validate the internal 
and external consistencies among the factors, we conducted 
a second-order CFA (MO was the second-order factor with 
three intelligence-based first-order factors, or IG, ID, and 
RESP) 

We found that the path coefficients between the higher- 
order construct (MO) and the three dimensions were all sig- 
nificant at the о = 05 level (Table 1) The fit statistics (2 = 
404 666, degrees of freedom [df ] — 206, goodness-of-fit 
index [GFI] = 913, adjusted goodness-of-fit index [AGFI] = 

893, noncentrality parameter [NCP] = 157 623, Tucker- 
Lewis index [TLI] = 894, normed fit index [МЕЦ = 809, 


TABLE 1 
Final LISREL Standardized Estimates and t-Values (Improved Second-Order MO Scale) 





Parameter 


MO (22 items) — 


IG (8 items) y (IG-MO) 790 
À (IG V1) 324 
À (IG V2) 312 
À (IG V3) 585 
À (IG V4) 584a 
À (IG V5) 447 
À (IG V6) 451 
À (IG V7) 429 
À (IG V8b) 503 
ID (6 items) y (ID-MO) 967 
À (ID V9) 633 
À (ID V10) 407 
À (ID V11) 669a 
À (ID V12) 579 
À (ID V13) 674 
À (ID V14) 685 
RESP (8 items) у (RESP-MO) 701 
À (RESP М156) 583 
A (RESP V16>) 646 
À (RESP М175) 369 
À (RESP V18) 431 
À (RESP V19) 741 
À (RESP V20^) 749a 
À (RESP V21) 250 
À (RESP V22b) 314 


LISREL Estimate 


t-Value Reliability (Cronbach's o) 
— .84 


8 59 66 


532 


А.т 


alndicates a fixed item 
b[ndicates a reversed item 
Notes For definitions of abbreviations, see the Appendix 
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comparative fit index [CFI] = 906) demonstrate significant 
improvement over the three-component market orientation 
scale (MOD3) reported by Kohli, Jaworski, and Kumar 
(1993, fit statistics X2— 101005, df = 464, GFI = 722, 
AGFI = 675, TLI = 641, МЕГ = 524) The correlation 
matrix 15 supportive of the convergent validity. of the 
improved MO scale with Kohli and Jaworski’s (1993) orig- 
inal 32-1tem market orientation scale and its predictive 
validity with regard to the performance indicators (see Mat- 
suno and Mentzer 2000) The reliability coefficients (Table 
1) were also found acceptable 84 for the entire new MO 
scale (22 items) The improvement of psychometric proper- 
ties (more theoretically consistent dimensionality and facto- 
rial structure, fit, and reliability) and convergent validity 
(MO components versus Kohli and Jaworsk1’s 32-1tem scale 
components), all 1n the context of the broader item domain 
(market factors and market participants), demonstrate the 
MO scale’s substantial improvement Therefore, the revised 
second-order scale of market orientation was deemed ade- 
quate for the purpose of this study For subsequent measure- 
ment model evaluation and hypothesis testing, we aggre- 
gated the MO scale to have three indicators (1 e , IG, ID, and 
RESP) by summing of the measurement items at the first- 
order construct level 3 


Entrepreneurial proclivity We are particularly interested 
in the relationships among an organization’s entrepreneurial 
proclivity, degree of market orientation, and business per- 
formance An organization’s entrepreneurial proclivity, we 
hypothesize, partly explains its level of market orientation 
Miller (1983) uses the three dimensions of innovativeness, 
risk taking, and proactiveness to characterize the degree of 
an organization’s entrepreneurial proclivity Several 
researchers have adopted an approach based on Miller's 
(1983) original conceptualization to describe the attitudinal 
predisposition to entrepreneurship, or entrepreneurial pro- 
clivity (e g , Covin and Slevin 1989, Morris and Раш 1987, 
Naman and Slevin 1993) The literature 15 not explicit about 
the within-construct relationships among the three dimen- 
sions, given that these dimensions are argued to constitute a 
broader construct (1 e , entrepreneurial proclivity), however, 
we conceptualize a second-order factorial structure 1n which 
these dimensions represent first-order factors that are the 
manifestation of the higher-order factor, entrepreneurial pro- 
clivity Each of the three dimensions 1s distinct, but they col- 
lectively constitute the broader, multidimensional higher- 
order entrepreneurial proclivity construct 

Building on Miller’s (1983) and others’ works, we devel- 
oped eight candidate items for the pretest In the џет purifi- 
cation process, based on both substantive and empirical cri- 
teria, including iterative CFA, we found that one џет was 
cross-loaded across innovativeness and proactiveness We 
subsequently removed the item and obtained a seven-item, 


3This aggregation 1s justified because (1) the validity of the 
second-order MO scale with all 22 пет measures has been estab- 
lished, (2) given the sample size, ıt enables us to maximize the 
degrees of freedom 1n estimating the path coefficients between MO 
and performance measures, and (3) it reduces levels of random 
error while accounting for measurement error and retaining the 
three-dimensional scale of market orientation 
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second-order scale of entrepreneurial proclivity (ENTRE in 
the Appendix) that measures the three first-order dimensions 
of entrepreneurial proclivity, namely, receptiveness to 1nno- 
vation (INNOV, V23, V24), risk-taking attitude (RISK, V25, 
V26, V27), and proactiveness toward opportunities 
(PROACT, V28, V29) We then subjected the seven-item, 
second-order ENTRE scale to CFA with the final data set 
The scale’s CFA fit statistics were good (y2= 14 535, d f = 
11, GFI = 988, AGFI = 970, NFI = 982, CFI = 995), in 
support of the second-order factorial structure The reliabil- 
ity coefficient for the entire seven-item ENTRE construct 
was 83 Asin the case of the MO scale, we aggregated the 
ENTRE scale to have three indicators (1e , INNOV, RISK, 
and PROACT) by summing the measurement items at the 
first-order construct level for subsequent measurement 
model evaluation and hypothesis testing 


Organizational structure We measured the three con- 
structs (formalization, centralization, and departmentaliza- 
tion) by multiple-item scales adapted from a previous 
study by Jaworski and Kohli (1993) Because theory sug- 
gests that centralization, formalization, and departmental- 
ization are significantly correlated, we suspected that the 
items of the three constructs might be highly correlated and 
cross-loaded Therefore, we conducted a series of mea- 
surement model CFA to purify the three scales Several 
rounds of measurement model CFA, after those that were 
severely cross-loaded were eliminated, resulted in three 
items for formalization, four items for centralization, and 
four items for departmentalization The fit statistics for the 
three-scale measurement model were adequate (x? = 
157 365, df = 41, GFI = 925, AGFI = 880, NFI = 900, 
CFI = 924), indicating the discriminant and convergent 
validity of the three scales The reliabilities of these scales 
were 63 (formalization), 87 (centralization), and 71 
(departmentalization) The scale items for the three con- 
structs (FORM, CENT, and DEPT) are provided in the 
Appendix 


Business performance Three self-reported, relative 
business performance indicators—market share (SOM), per- 
centage of new product sales to total sales (РСТМР), and 
ROL—were developed (labeled V41—V43 1n the Appendix) 
These performance variables were measured relative to 
those of the organization's relevant competition, because 
market orientation 15 considered to result in competitive 
(thus, relative) advantage (Hunt and Morgan 1996) Because 
competitors аге the standard of comparison in the perfor- 
mance scale, each outcome item 15 phrased so that respon- 
dents evaluated these aspects of business performance rela- 
tive to their business unit’s primary competitors’ (Conant, 
Mokwa, and Varadarayan 1990) Subjective performance 
measures were used because (1) objective (1 e , certifiable by 
a third-party) relative performance measures were virtually 
impossible to obtain at the business unit level, (2) subjective 
measures have been shown to be correlated to objective 
measures of performance (Dess and Robinson 1984, Slater 
and Narver 1994), and (3) subjective measures have been 
used in prior market orientation—performance studies 
(Jaworski and Kohli 1993, Narver and Slater 1990, Slater 
and Narver 1994) 


FIGURE 2 
The Structural Equation Model with Hypothesized Relationships 
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Notes Hg refers to direct influence of market onentation, and Hg refers to indirect influence of entrepreneunal proclivity For definitions of abbre- 


viations, see the Appendix 


Measurement Model and Structural Equation 
Model 


To assess discriminant and convergent validity of all five 
latent constructs of interest, we examined a CFA measure- 
ment model by allowing each of the five latent constructs 
пе, ENTRE, MO, FORM, CENT, and DEPT) to correlate 
with the others, while constraining the measurement items 
and their error terms to be uncorrelated The CFA fit statis- 
tics (y2 = 334 487, df = 109, GFI = 897, AGFI = 855, 
NCP = 225 487, NFI = 872, CFI = 909) indicate an accept- 
able level of convergent and discriminant validity, leading us 
to fit the structural equation model (Figure 2) for hypothesis 
testing 


Results and Discussion 


We estimated the structural equation model by LISREL, 
using the maximum likelihood estimation method The 
overall model fit was acceptable The fit statistics indicate a 
reasonable model fit (%2 = 422 127, df = 156, GFI = 892, 
AGFI = 854, NFI = 856, CFI = 903, incremental fit index 
[IFI] = 904) Before accepting this model as an appropriate 
basis for hypothesis testing, we performed a further analyti- 
cal step to test the presence of a potential interaction effect 
between ENTRE and MO on business performance, 1n addı- 
tion to the mediation and direct performance effects of 
ENTRE ^ Although we had no a priori theoretical reason to 
model such an interaction effect, the step serves as an alter- 
native, empirical model verification step because of the pos- 
sibility of a predictor or antecedent variable operating as a 
"quasi moderator" (Sharma, Durand, and биг-Апе 1981) 
We used a procedure called the indicant product analysis 


4We are grateful to a JM reviewer for this suggestion 


technique for latent variables (see Ping 1995, 1996) and 
found the standardized estimates of the interaction effect not 
statistically significant on both SOM (036, t = 733) and 
PCTNP ( 004, t = 086) and only marginally significant on 
ROI (— 108, t = —1 999) In addition, the model fit was sub- 
stantially worse than that of the proposed model (Figure 2) 
Therefore, we concluded that the originally proposed model 
1S an appropriate basis for hypothesis testing The results, 
with selected standardized path coefficients and t-values, are 
provided in Table 2 

H,-H; predict negative relationships between entrepre- 
neurial proclivity and the three organizational structure varı- 
ables The path coefficients between ENTRE and FORM, 
CENT, and DEPT were found to be significant and negative 
(Table 2) Thus, all three hypotheses (H,—H3) were sup- 
ported In contrast, H4, Hs, and Hg pertain to the antecedent 
status of the three organizational structure variables to a 
market orientation. We expected all three variables to be 
negatively related to the level of market orientation Among 
the three organizational structure variables, however, only 
the path between departmentalization and market orienta- 
tion was found to be negative and significant 5 Therefore, 
the data were not supportive of H4 and Н; but rendered sup- 
port for Н; Taking H,—Hg together, our data suggest that 
organizations with a high level of entrepreneurial proclivity 
generally avoid high levels of organizational formalization, 
centralization, and departmentalization (Caruana, Morris, 
and Vella 1998, Moon 1999) and achieve a greater degree of 
market orientation through a low level of departmentaliza- 
tion in particular 

H; proposes that entrepreneurial proclivity 1s positively 
and directly related to the level of market orientation We 





5Departmentalization, operationalized differently, was found to 
be not significant by Jaworski and Kohli (1993) 
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TABLE 2 
Selected Total and Indirect Effects (Completely Standardized) 


Total Effects of On 
ENTRE 


FORM MO 
CENT MO 
DEPT MO 
MO SOM 


Indirect Effects of On 
ENTRE MO 


Direct Effects of On 


ENTRE MO 
SOM 
PCTNP 

ROI 


a[ndicates not significant at а. = 05 (ort = 1 96) 


LISREL Estimates t-Value 
– 595 -7 614 
— 599 -9 027 
— 709 –9 734 
740 7 451 
330 5 630 
330 5 634 
259 4 383 
342 647a 
— 264 — 505a 
— 449 -3 698 
460 4 187 
379 3 559 
724 5 518 
LISREL Estimates t-Value 
273 3 210 
340 4 168 
281 3 560 
536 5 323 
LISREL Estimates t-Value 
468 4 179 
— 010 — 105a 
049 497a 
– 277 –2 527 


Notes Model fit x2 = 422 127, d f = 156, GFI = 892, AGFI = 854, NFI = 856, CFI = 903, IFI = 904 For definitions of abbreviations, see the 


Appendix 


found the direct path coefficient from entrepreneurial pro- 
clivity to market orientation to be significant and positive 
(468) the greater the level of entrepreneurial proclivity, 
the greater ıs the level of market orientation Thus, H} was 
supported 

Whth regard to the direct performance implications of a 
market orientation, we predicted that market orientation 1s 
positively related to the three performance indicators (Hg) 
The path coefficients (SOM, PCTNP, and ROI) were all 
found to be significant and positive ( 460, 379, апа 724, 
respectively), 1n support of all three subhypotheses In addi- 
tion, in our model, entrepreneurial proclivity was hypothe- 
sized to influence business performance, mediated by orga- 
nizational structures and market orientation (Hg) The 
results for these indirect-effect hypotheses (Table 2) demon- 
strate that entrepreneurial proclivity has a significant, indi- 
rect effect on the three business performance measures ( 340 
on SOM, 281 on PCTNP, and 536 on ROI) through market 
orientation. Therefore, Hg was supported Notably, these 
1ndirect effects of entrepreneurial proclivity on the three per- 
formance indicators represent a substantial portion of mar- 
ket orientation's total effect on the same performance mea- 
sures (1e, 460 on SOM, 379 on PCTNP, and 724 on ROI, 
see Table 2) This suggests that entrepreneurial proclivity is 
a significant and positive antecedent for market orientation 
to have a positive performance impact 

Finally, we examined the direct effect of entrepreneurial 
proclivity on the performance measures (1e, the effect of 
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entrepreneurial proclivity without mediation by organiza- 
tional structures and market orientation) We found that two 
of the paths (1e, ENTRE — SOM, ENTRE — PCTNP) 
were not significant and only one path (1 е, ENTRE — КОГ 
was negative and statistically significant (Table 2) Subse- 
quently, we modified this original model by setting the two 
nonsignificant paths to be zero (1e, no direct effect from 
ENTRE to either SOM or PCTNP) while keeping the 
ENTRE — КОГ path free АП the parameter estimates for 
the modified model remained consistent (1 e , no changes in 
hypothesis testing results), and the ENTRE — КОГ direct 
path was negative and significant. The nested-model com- 
parison confirmed that the model fit for the modified model 
(X2 = 422 441, df = 158, GFI = 892, AGFI = 856, NFI = 
856, CFI = 904, IFI = 905) over the original model (Fig- 
ure 2) was not significant at the о = 05 level (Ay? = 
422 441 — 422 127 = 314, Ad f = 158 — 156 = 2), which led 
us to retain the original model as the appropriate basis for 
the hypothesis testing results 

Overall, our finding of the direct performance influence 
of entrepreneurial proclivity 1s consistent with that of Covin 
and Slevin (1989) In summary, the results from Hg—Hjg 
suggest that (1) entrepreneurial proclivity's positive effect 
on the performance measures is not a direct one but is only 
achieved through a market orientation and (2) из direct per- 
formance effect 15 only negative on ROI They indicate that 
entrepreneurial proclivity's impact 1s positive overall (1e, 
positive total effect), but it 1s so because of the mediated 


path through low departmentalization and high market оп- 
entation (1e, positive indirect effect), not because of its 
direct effect on business performance 

Notwithstanding the interesting results, several limita- 
tions need to be acknowledged, as the validity of the results 
depends on several key research design- and method-related 
issues First, the study relies on single-informant, cross- 
sectional, and subjective measures Using multiple infor- 
mants (eg, Deshpandé, Farley, and Webster 1993) and 
obtaining objective performance measures at the SBU level 
are desirable in further research, which should render proper 
qualifications to our results Longitudinal data are particu- 
larly desirable for testing a structural model like ours, 
because the model conceptually assumes a sequential, tem- 
poral order of causality, whereas our cross-sectional data set 
does not Second, although our market orientation measure 
demonstrated a modest but important improvement (in its 
domain specification, operationalization, and psychometric 
properties), the validity of the scale can be established only 
through retest and refinement (Churchill 1979) Particularly 
toward this end, using different types of samples (eg, 
industry, competitive environment, nationality) and testing 
the discriminant validity with other market orientation 
scales would be particularly useful 


Implications and Future Research 
Issues 


The purpose of our study was to investigate how market ori- 
entation and entrepreneurial proclivity are related and affect 
business performance From both theoretical and empirical 
standpoints, we attempted to bridge the gap between the two 
distinct but related research streams of market orientation 
and entrepreneurial proclivity Consequently, several inte- 
grative implications and future research opportunities have 
emerged from the study 


Managerial Implications 


Taken together, the results lead to a twofold question Does 
entrepreneurial proclivity require a market orientation to 
have a positive performance impact, and does a market ori- 
entation greatly benefit from (or even need) entrepreneurial 
proclivity to have a substantial performance impact? Some 
scholars have suggested that this ts so and that a market ort- 
entation alone may not necessarily bring about sufficient 
willingness on the part of the organization to take risks and 
successfully capture market opportunities If a market опеп- 
tation 1s narrowly construed and practiced within the exist- 
ing boundaries of market opportunity, 1t could merely rein- 
force current beliefs about existing customers, competitors, 
and market environments (Jaworski, Kohli, and Sahay 2000, 
Slater and Narver 1995) Such an emphasis on existing con- 
stituencies and market contingencies may result in the com- 
pany ignoring or overlooking emerging market opportuni- 
ties (Christensen 1997) Therefore, 1t seems reasonable that 
market intelligence activities and responsiveness are driven 
by and predicated on entrepreneurial proclivity that encour- 
ages proactiveness, innovativeness, and risk taking that 
takes nothing for granted even ın good times The results of 


this study seem consistent with this advice to be both entre- 
preneurial and market oriented By itself, entrepreneurial 
proclivity negatively influences performance, and the idea 
of a non-market-oriented, successful entrepreneur seems to 
be an oxymoron For businesses that already possess a high 
entrepreneurial proclivity, ıt 1s highly advisable to promote 
a market orientation while maintaining their level of entre- 
preneurial proclivity 

For example, the developers and marketers of the origi- 
nal Palm Pilot (a personal digital assistant, or PDA) resisted 
the seeming attractiveness of the idea to develop an ultra- 
small personal computer and instead probed usage situations 
for potential users from scratch They began the product 
design first by learning about the tasks that potential users 
would most likely perform with the hand-held electronic 
products (primarily appointment and address book tasks), 
translated the user tasks into a limited set of functions and 
attributes, and customized an entirely new system of hard- 
ware and software for the function This model contrasts 
strongly with Microsoft’s Windows CE (now called Pocket 
PC) and Apple's ill-fated Newton NotePad (an early 1nnova- 
tor of the PDA) Microsoft essentially attempted to scale 
down the desktop/notebook personal computer tasks and 
functions without a wholesale effort to think outside the 
box This less successful model may have resulted from a 
lack of entrepreneurial proclivity (innovativeness, risk tak- 
ing, proactiveness) and a preoccupation with the existing 
business order and market knowledge (1e, a myopic appli- 
cation of a market orientation) But it 1s worth noting that 
entrepreneurial proclivity alone 1s not enough, the failure to 
study market needs and match them with an appropriate 
technology (e g , handwriting recognition technology) led to 
the downfall of Apple's Newton NotePad 

In addition, our results suggest that a low degree of 
departmentalization ıs related to a high degree of market оп- 
entation, which goes to the heart of market orientation 
implementation—organization-wide involvement ın 
intelligence-related activities (Maltz and Kohli 1996) Thus, 
managers face an important 155џе in understanding how to 
promote entrepreneurial proclivity and reduce departmental- 
ization For example, top management's expressed commut- 
ment to entrepreneurial risk taking, 115 continuous encour- 
agement of risk-taking initiatives across different functional 
departments, and appropriate reward systems to support 
them seem particularly helpful These initiatives are consis- 
tent with the goal of increasing the market orientation that 
requires organization-wide, continuous learning about the 
market (Jaworski and Kohli 1993) 


Future Research Issues 


In terms of future direction, several fruitful research areas 
can be offered First 1s the continued inquiry into the ways 
market orientation and entrepreneurial proclivity influence 
organizational structure and process and different measures 
of business performance Our results indicate that entrepre- 
neurial proclivity exerts a positive influence only through 
the path mediated by a market orientation This finding 15 
consistent with our theoretical argument for the sequence of 
events Entrepreneurial proclivity promotes a lower degree 
of departmentalization, which in turn promotes market ori- 
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entation, which leads to positive performance Моша this 
model hold for other performance measures and different 
environments (e g , competitive intensity, uncertainty)? For 
example, consider a true pioneer with a disruptive, future 
technology (Christensen 1997) venturing into uncharted ter- 
ritory with no comparable competition. Such an entrepre- 
neurial business might be ın the innovation efforts for the 
long haul—say, for five years For this sort of 1nnovator, 
other criterion varrables—such as the track record of “first 
to the market,” product innovativeness, and the ability to 
create a new product category—mught be more appropriate 
performance measures Consequently, the direct and indirect 
performance effects of entrepreneurial proclivity and the 
mediating effect of market orientation are important issues 
to study 1n grasping the roles of both constructs 1n the con- 
text of different organizational settings and strategies Fur- 
ther research therefore needs to incorporate an additional, 
diverse set of business performance measures and longitudi- 
nal research designs 

Second, detailed inquiry into the process by which both 
market orientation and entrepreneurial proclivity are 1mple- 


mented would be productive Particularly promising 1s the 
investigation of the type of learning that occurs when both 
market orientation and entrepreneurial proclivity are pre- 
sent Previous research (Baker and Sinkula 1999, Miller 
1993, Slater and Narver 1995) suggests that entrepreneurial 
proclivity leads to more generative learning (learning from 
exploration and experimentation), whereas market orienta- 
tion leads to more adaptive learning (learning from exploita- 
tion of expressed customer needs and existing competitor 
strengths) This type of research would greatly benefit from 
qualitative methods, such as case study, historical analysis, 
and participant observation Given the high level of interest 
among practitioners and academics 1n the learning organiza- 
tion, research efforts that integrate the types of organiza- 
tional learning, entrepreneurial proclivity, and market orien- 
tation would be extremely valuable Because the marketing 
strategy literature has devoted a relatively small amount of 
volume to empirical research related to entrepreneurial pro- 
clivity, we hope our study has opened a window of research 
opportunities 








APPENDIX 
Measures 
Construct Item No. Item Source 
Intelligence V1 We poll end users at least once a year to assess the quality of Jaworski and 
generation (IG) our products and services Kohli (1993) 
V2 In our business unit, intelligence on our competitors is generated Jaworski and 
independently by several departments Kohli (1993) 
V3 We penodically review the likely effect of changes in our business Jaworski and 
environment (e g , regulation) on customers Kohli (1993) 
V4 In this business unit, we frequently collect and evaluate general Newly developed 
macroeconomic information (e g , interest rate, exchange rate, 
gross domestic product, industry growth rate, inflation rate) 
V5 In this business unit, we maintain contacts with officials of Newly developed 
government and regulatory bodies (e g , Department of 
Agriculture, Food and Drug Administration, Federal Trade 
Commission, Congress) in order to collect and evaluate pertinent 
information 
V6 In this business unit, we collect and evaluate information Newly developed 
concerning general social trends (e g , environmental 
consciousness, emerging lifestyles) that might affect our 
business 
V7 In this business unit, we spend time with our suppliers to learn Newly developed 
more about various aspects of their business (e g , manufacturing 
process, industry practices, clientele) 
Ува In our business unit, only а few people are collecting competitor Newly developed 
information 
Intelligence V9 Marketing personnel in our business unit spend time discussing Jaworski and 
dissemination customers' future needs with other functional departments Kohli (1993) 
(ID) 
V10 Our business unit periodically circulates documents (e g , reports, Jaworski and 


newsletters) that provide information on our customers 
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Kohli (1993) 


Construct 


Responsiveness 
(RESP) 


Entrepreneurial 
proclivity 
(ENTRE)- 
innovativeness 
(INNOV) 


ENTRE-risk 
taking (RISK) 


Item No. 


V11 


V12 


V13 


V14 


V15a 


V16a 


V22a 


V23 


V24 


V25a 


APPENDIX 
Continued 


Item 


We have cross-functional meetings very often to discuss market 
trends and developments (e g , customers, competition, 
suppliers) 


We regularly have interdepartmental meetings to update our 
knowledge of regulatory requirements 


Technical people in this business unit spend a lot of time shanng 
information about technology for new products with other 
departments 


Market information spreads quickly through all levels in this 
business unit 


For one reason or another, we tend to ignore changes in our 
customers' product or service needs 


The product lines we sell depend more on internal politics than 
real market needs 


We are slow to start business with new suppliers even though we 
think they are better than existing ones 


If a major competitor were to launch an intensive campaign 
targeted at our customers, we would implement a response 
immediately 


The activities of the different departments in this business unit are 
well coordinated 


Even if we came up with a great marketing plan, we probably 
would not be able to implement it in a timely fashion 


If a special interest group (e g , consumer group, environmental 
group) were to publicly accuse us of harmful business practices, 
we would respond to the criticism immediately 


We tend to take longer than our competitors to respond to a 
change in regulatory policy 


When it comes to problem solving, we value creative new 
Solutions more than the solutions of conventional wisdom 


Top managers here encourage the development of innovative 
marketing strategies, knowing well that some will fail 


We value the orderly and risk-reducing management process 
much more highly than leadership initiatives for change 


"uj 
E 


Source 


Newly developed 


Newly developed 


Newly developed 


Newly developed 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Newly developed 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Newly developed 


Newly developed 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 
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Construct 


ENTRE- 
proactiveness 
(PROACT) 


Formalization 
(FORM) 


Centralization 
(CENT) 


Departmentaliza- 
tion (DEPT) 
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V27a 


V28 


V29 


V30a 


V31a 


V32 


V33 


V34 


V35 


V36 


V37a 


V38 


V39a 


V40a 


APPENDIX 
Continued 


Item 


Top managers in this business unit like to “play it safe " 


Top managers around here like to implement plans only if they 
are very certain that they will work 


We firmly believe that a change in market creates a positive 
opportunity for us 


Members of this business unit tend to talk more about 
opportunities rather than problems 


1 feel that | am my own boss in most matters 

A person can make his own decisions without checking with 
anybody else 

The employees are constantly being checked for rule violations 
There can be little action taken here until a supervisor approves a 
decision 


A person who wants to make his own decision would be quickly 
discouraged here 


Even small matters have to be referred to someone higher up for 
a final answer 


| have to ask my boss before | do almost anything 


Employees from different departments feel that the goals of their 
respective departments are in harmony with each other 


Protecting one's departmental turf is considered to be a way of 
life in this business unit 


There is little or no interdepartmental conflict in this business unit 


There is ample opportunity for informal “hall talk” among 
individuals from different departments in this business unit 


Source 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Adapted from 
Covin and Slevin 
(1989), Morris 
and Paul (1987), 
Naman and 
Slevin (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Коћи (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Jaworski and 
Kohli (1993) 


Adapted from 
Jaworski and 
Kohli (1993) 
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Construct Item No. 


Item Source 
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Performance- V41 
market share last year 
growth (SOM) 

Performance- V42 


percentage of 
new product 
sales (PCTNP) 


to major competitors 


Performance- V43 
ROI competitors last year 


Our business unit's market share growth in our primary market 


Percentage of sales generated by new products last year relative 


Our business unit's return on investment (ROI) relative to major 


Newly developed 


Newly developed 


Newly developed 
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a[ndicates a reversed item 
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How Firms Relate to Their Markets: 
An Empirical Examination of 
Contemporary Marketing Practices 


The authors examine 308 firms in the United States and four other Western countries to understand how different 
types of firms relate to their markets Comparative analysis shows that though there is some support for consumer 
and goods firms being more transactional and business and service firms being more relational, there are many 
exceptions The results also show that firms can be grouped into those whose marketing practices are predomi- 
nantly transactional, predominantly relational, or a transactional/relational hybrid Each group constitutes approxi- 
mately one-third of the sample and includes all types of firms (consumer goods, consumer services, business-to- 
business goods, and business-to-business services) This suggests that marketing practices are pluralistic and 
managerial practice has not shifted from transactional to relational approaches per se 


practice of marketing has evolved over recent 
decades The academic field has also developed con- 
siderably, and there 15 a fuller understanding of the com- 
plexities of marketing practice in different types of firms and 
market contexts Distinct subfields have now emerged 
within the discipline, reflecting research interests ın areas 
such as business-to-business, services marketing, and, most 
recently, relationship marketing Although these develop- 
ments have enriched the understanding of marketing, there 
are still certain unresolved issues Although business-to- 
bustness and services marketing are treated as distinct areas 
for examination (as evidenced by the variety of specialist 
Journals, textbooks, and courses on both topics) and anec- 
dotal reports indicate that they differ from consumer and 
goods marketing in terms of their practical implementation, 
little empirical data demonstrating their distinctiveness are 
available Similarly, few empirical studies compare market- 
Ing Issues across customer and product contexts, fewer still 
examine marketing practices per se, and none involve com- 
parative research across a combination of market and prod- 
uct types Finally, although relationships have long been of 
interest 1n the business-to-business and services literature, 
the extant comparative research has been conducted solely 
in the more traditional, transactional context of the market- 
ing mix 
These issues take on particular importance given Day 
and Montgomery's (1999) view that a better understanding 


A: with most organizational processes, the nature and 
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of how firms relate to their markets 1s fundamental to the 
marketing field and their observation that the field has 
shifted its emphasis from transactional to relational 
exchanges However, the practice of relational marketing 
has not been examined relative to the practice of transac- 
tional marketing, nor have the specific approaches imple- 
mented by different types of firms been examined in a сот- 
parative or cross-national setting As such, providing 
emptrical data on the contemporary marketing practices of a 
cross-section of firms, serving different types of customers 
with different product offers and from several countries, can 
yield a more encompassing, sometimes overlooked perspec- 
име to that typtcally found 1n the literature. The objective of 
this research therefore 15 to investigate how different types 
of firms relate to their markets through an examination of 
their actual marketing practices, including both transac- 
tional and relational aspects of marketing The research 
leads to an understanding of international contemporary 
marketing practice in a manner that is integrative and holis- 
tic rather than paradigm- or sector-specific Also, if relation- 
ship marketing ts now relevant to all types of organizations, 
as Day and Montgomery (1999) imply, it 1s important to 
Investigate the extent to which this 15 evident in different 
types of firms 

The study examines the practices of firms that serve dif- 
ferent customers (predominantly consumer or business) 
with different product offers (predominantly goods or ser- 
vices) by addressing two questions (1) How do different 
types of firms relate to their markets in terms of their con- 
temporary marketing practices? and (2) What 15 their rela- 
пуе emphasis on transactional and relational aspects of mar- 
keting? To answer these questions, we operationalize a 
recent conceptual framework developed by Coviello, 
Brodie, and Munro (1997) This framework builds on the 
work of Gronroos (1991), Webster (1992), and Berry (1995) 
and was developed from a synthesis of the broader literature 
about how firms relate to their markets through various deci- 
sions and activities. It integrates both the transactional and 
relational views of marketing 
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The remainder of the article 15 structured as follows We 
provide an overview of the hterature in which we discuss 
various conceptualizations of marketing practice and high- 
light key patterns in the empirical studies that compare mar- 
keting in different types of firms We then use the review to 
develop the research questions that guide this investigation 
This section 1s followed by the research method, a discus- 
sion of the results, research conclusions, and implications 


Background 


Conceptualizing Contemporary Marketing 
Practice 


According to several academics, firms are now emphasizing 
the retention of customers and the management of relation- 
ships, which extend beyond the buyer-seller dyad to include 
partners through the value chain (Day and Montgomery 1999, 
Morgan and Hunt 1994, Webster 1992) Thus approach to the 
market is generally referred to as relationship marketing and 
has been defined by Morgan and Hunt (1994, р 34) as “all 
marketing activities directed toward establishing, developing, 
and maintaining successful relational exchanges " 

The role and importance of relationships in business-to- 
business and services marketing 15 well recognized in the lit- 
erature For example, Webster (1978) argues that business 
markets are specifically characterized by buyer—seller inter- 
dependence, and Gronroos (1978, 1991, 2000) suggests that 
service-based firms are inherently relational because they 
manage the total buyer-seller interaction process This is 
done as part of “attracting, maintaining, and enhancing 
customer relationships" (Berry 1983, р 25) Although 
Gronroos (2000, p 23) notes that the relational perspective 
1s "probably as old as the history of trade and commerce;" it 
was Berry (1983) who introduced the term “relationship 
marketing" to describe service firm activities 

The relational view of marketing has evolved from 
efforts by both business-to-business and services scholars to 
differentiate marketing practices by the nature of the cus- 
tomer served or product offered Beyond the business-to- 
business and services arenas, however, there are also theo- 
retical developments pertaining to consumer markets and 
goods firms, thus extending the relevance of relationships 
across different contexts (Pels 1999, Sheth and Parvatiyar 
1995) Given this evolution, ıt might be argued that any 
understanding of "contemporary" marketing should include 
the concept of relationships, and this is reflected in the argu- 
ment that relationship marketing offers a new paradigm for 
the field (Kotler 1992, Sheth, Gardner, and Garrett 1988, 
Webster 1992) For example, in his review of the changing 
role of marketing 1n the corporation, Webster (1992) out- 
lines an extended continuum of marketing relationships and 
argues for a new paradigm of the marketing function in the 
firm Similarly, Berry (1995) identifies different forms or 
levels of relational marketing, thus suggesting a continuum 
1n terms of the range of relationship-building practices that 
might be implemented А third continuum 15 offered by 
Gronroos (1991), who argues that the nature of the product 
offer and the type of customer served affects how a firm 
relates to tts market He proposes that consumer packaged 
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goods organizations are normally characterized by transac- 
tion marketing and dominated by the marketing mix 
Slightly less transactional and more relational practices are 
expected for consumer durable and industrial goods firms 
Service organizations are posited to be at the relational end 
of the continuum 

If Gronroos's (1991), Webster's (1992), and Berry's 
(1995) schemata are compared, several important implica- 
tions can be identified for how marketing practice 15 соп- 
ceptualized For example, although Gronroos (1991, p 10) 
notes that “for every type of good or service, a variety of 
strategy approaches can be used;" he also prescribes which 
type of marketing is appropriate to different types of firms 
In contrast, Webster (1992) and Berry (1995) do not, and the 
former argues for a new paradigm This leads us to question 
whether marketing practices differ by firm type or whether 
relational marketing 1s relevant to and/or practiced by all 
types of organizations. Similarly, the extent to which trans- 
actional marketing 15 still relevant in contemporary practice 
might be questioned Furthermore, whereas Gronroos 
(1991) compares only transactional and relational market- 
ing, Webster (1992) delineates the concept of relationship 
marketing into different forms of relational exchange, and 
Berry (1995) outlines three relationship levels This sug- 
gests that 1t might be appropriate to broaden the understand- 
1ng of transactional and relational exchange beyond a simple 
two-way classification 

A more pluralistic conceptualization of marketing 1s there- 
fore required, such as that developed by Coviello, Brodie, and 
Munro (1997) (see Table 1) In contrast with Gronroos’s 
(1991) and Webster’s (1992) work, this framework does not 
view transactional and relational marketing to be separate par- 
adigms, mutually exclusive paradigms, or opposite ends of a 
continuum Rather, it suggests that marketing is characterized 
by multiple complex processes manifested in four different 
aspects of marketing practice (1) transaction marketing man- 
aging the marketing mux to attract and satisfy customers, (2) 
database marketing using technology-based tools to target 
and retain customers, (3) mteraction marketing developing 
interpersonal relationships to create cooperative interaction 
between buyers and sellers for mutual benefit, and (4) network 
marketing developing interfirm relationships to allow for 
coordination of activities among multiple parties for mutual 
benefit, resource exchange, and so forth 

This conceptualization differs from Berry’s (1995) in 
that it integrates transactional with relational marketing and 
is based on a more complete set of nine dimensions under- 
lying each aspect of marketing practice These dimensions 
were derived from an extensive content analysis of the liter- 
ature and were refined and operationalized by Coviello, 
Brodie, and Munro (2000) This results in a conceptualiza- 
tton encompassing the transactional view of marketing, the 
literature on dyadic interactions, recent developments 
reflecting the use of technology in marketing, and the role of 
network relationships Of particular importance 1s that the 
conceptualization focuses on marketing practice and can be 
used for the purpose of examining contemporary practices 
in different firm contexts Thus, it allows for a better under- 
standing of how firms relate to their markets and their rela- 
tive emphasis on transactional and/or relational exchange 


0002 '2661) o1unjy pue ‘гроза 'ојелод Woy реј вру зејом 


= (7 2 29 Ору ѕејом 


лебеџеш je1euer) 


(suu Jo yiowu e 
ui uonisod suum eui бшаојәләр ио 
биѕпоој) sasse јеџеш јеџојха 


(410^eu е ш) sway 
usemjeq sdiusuoneje1 pejoeuuo 


(uuoj os pue 'sseooe јеџеш 
‘aBueyoxe еолпозол *ijeueq 
ennu 10) swiy ејфупш ssojoe 
ѕәгџеа лешо pue 's1eÁnq 'siejes 
биоше иоцоеләји) uoneuip1002) 


(јелој jeroos е pue sseuisnq 
е yoq ye “a 1) јешојш pue јешо4 


(шлеј биој 10 uous eq Aew 
'otueuÁp 1eÁ ејаеј5) snonuguo 
(esojo o} juejsip шод бшбиел) 


Jeuos4edaejur oj jeuosjeduuj 


(зјеприпрш 
бимјолш) suu цим suniy 


suu 
usemjeq ѕоіцѕиоцејәл peyoeuuo? 


шу Əy} U! Sje^e| 
pue ѕиоцоигу ssoJoe шо злебеивуј 


(епртри јецоџе цим аузиоцејоеј 
е бшдојелер pue биузцаеј59 
uo биѕпоој) sjesse joysew јешејха 


sjenpiAipul ueemjaq заувиоцејен 


(ујеџед ennu 
Joy diysuonejas олцеледооо e ојеуновј 
pue 'дојелер 'ustiqejse ој) џоцовлеји/ 


(јела! peros pue sseuisnq 
e ujoq је ' e I) јешоји рие јешџоҷ 


(шлеј биој 10 poys eq Aew ‘eandepe 
КМјепупш pue биобџо) snonunuo2 


( uone1edooo 
pue ҷѕпд ҷиәшушшоо uo peseq 
'eso[o) jeuos1ediejul ‘e0eRj-0}-09e4 


(зиоцег шебло 
SSOJOB) зјепримрш uy зјепримриј 


19||95 рие лолпа 
2 ueeMwjeq за уеџоцејој олцоеједи 


(ебеџеш Аџелој 
чебеџеш əsəs јешојепо 
‘6 e) ѕләјәуеш jsiperoedg 


(santiqedeo 
Кбојоицовј pue 'џоцешџоји! 
‘шоцеошпшшоо бигіѕецашә) 
Sjesse бицоџеш гешәјц 


(езџеш рәјәбгеј e ш) 
злешојзпо pue ривлалопрола 


(yuo; os 
pue ‘ysu Jeuiojsno рәѕеәлоәр 
‘Areoj розвелош se yons 
seAnoelqo лешо штеде pue 
‘youd езеелош ешодепо әці 
Asnes ој) uonueje1 лешојепо) 


(Абојоицовј цбпоці 
регјеиозлод jeÁ) jeuuoJ 


ош лало pue әјә 


(uueisip јал) pezijeuosiog 


зтепримрш 
Jo џәшбәѕ рејобјеј 0} wiy 


UONOBSUPI} 
ожшоиозе рие иоцешлоји 


(ебеџеш јџешдојелар 
jonpoud чебеџеш sajes 
‘6 e) ѕләјәулеш jeuonounj 
(soniiqedeo 
иоцошо:а 'џоцпа дер 
‘aoud ‘әділләѕдопроа 


uo Bursnooj) 
Sjosse бицоџеш |ешедц 


pueiq 10 јопроза 


(щога 


е је лешодепо oy) Ásnes 
0}) иоцоее зәшојѕпо 


jewo 


(eum 
лело завшед јел) eje1osiq 


јеџослодш *ujBuej-s,uuy 
joyJew ѕѕеш oj шлу 


иоцоеѕиед ошопоо4 


јелај [емәбеиеу 


jueunseAul 
|еџобеџвуј 


зпоој јеџебвивуј 


juejui јеџебвивуј 


әбиецохә 
ш Аујешло4 


ебивцохе 
jo uolyeung 


yORJUOD jo adAL 


џоцежипшшоо 
Jo әлем 


әбиецохә 
jo esodingd 


бицәулеру x10^9N бицазјејј uonoeJaju] Bunoexe[y aseqeyeq Bunexejy иоцовѕиец 





How Firms Relate to Their Markets / 35 


———————————————————————M—————————— 


әлцэәаѕләа јеиоцејән әлцоәѕләа јеиоцоеѕиец 


== eee 


suo|suawiq јеиәбеиеу pue әбиецохэ Aq paijissejg бицоулеџ jo syoedsy inoj 
L 318VL 


Given that the objective of this study 15 to understand 
how firms relate to their markets by analyzing contemporary 
practices across organizations, we distinguish firm type 
using the two classic approaches to firm categorization 
found ın the general literature and specifically used by 
Gronroos (1991) that 1s, the predominant type of product 
offered (goods or services) and the predominant type of cus- 
tomer served (consumer or business) 


Marketing in Goods and Services Firms 


One of the earliest attempts to define “services” was offered 
by Rathmell (1966), who argued that the distinction between 
goods and services 1s blurred This view was strengthened 
by the later work of Shostack (1977), who suggests that 
though certain product offerings may be more or less tangi- 
ble, many products contain elements of both goods and ser- 
vices At the same time, however, Shostack’s work provided 
impetus to the argument that services marketing 1s unique 
(e g , Gronroos 1978, Gummesson 1978), and Berry (1980) 
and Lovelock (1981) contend that a different management 
approach ıs required for services marketing In contrast, 
Enis and Roering (1981), Onkvisit and Shaw (1991), and 
Wright (1995) challenge this argument, Wright concludes 
that ıt ıs important to identify similarities across the two sec- 
tors to help companies tailor their marketing efforts Indeed, 
there 1s a growing view 1n the literature that all firms com- 
pete on the basis of service (Gronroos 2000, Zeithaml! and 
Bitner 2000), and Bitner, Brown, and Meuter (2000, p 140) 
argue that all firms can be classified as offering “customer 
service, service as value-added services, or service offerings 
as the product" This suggests that the simple goods/services 
distinction has become less relevant in the context of con- 
temporary marketing practice 

In spite of the debate around the distinction (or lack 
thereof) between goods and services marketing, we identi- 
fied only fifteen comparative empirical examinations Most 
of these studies focus on comparing (for example) differ- 
ences in buyer characteristics, and only seven compare how 
goods and services firms relate to their markets Three of 
these focus on advertising content and structure (Abernethy 
and Butler 1992, Cutler and Javalgi 1993, Zinkhan, John- 
son, and Zinkhan 1992), and one (Szymanski 2001) com- 
pares sales presentation efforts The remaining studies com- 
pare the implementation of marketing-mix activities 
(George and Barksdale 1974), market orientation and prac- 
tices (Hooley and Cowell 1985), and future strategic orien- 
tation across goods and services firms (Parasuraman and 
Varadarajan 1988) 

Analysis of these studies shows that only two focus 
directly on the topic of interest in the current research how 
firms relate to their markets (George and Barksdale 1974, 
Hooley and Cowell 1985), and only George and Barksdale 
(1974) show clear differences in marketing practice In con- 
trast, Hooley and Cowell (1985) provide some support for 
the notion that the goods/services boundary 1s blurred Sim- 
ilar results are found in Parasuraman and Varadarajan's 
(1988) study on future strategic orientation Given the rela- 
tive age of these studies, however, 1 becomes difficult to 
assess the nature of the goods/services distinction because 
of the recent and significant changes in the marketing envi- 
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ronment A further limitation. 15 that though. George and 
Barksdale (1974) compare consumer goods and services 
firms, they do not include firms that serve business markets, 
and the remaining studies make no distinction on the basis 
of the type of market served 


Marketing in Consumer and Business Firms 


Similar to the goods/services literature, early understanding 
of how firms relate to different markets was established by 
persuasive theoretical works (Lilien 1987, Webster 1978) 
These essentially argue that business markets are different 
from consumer markets 1n terms of their characteristics and 
influences, decision processes, and buyer-seller relation- 
ships As such, Webster (1978) argues that the complexity of 
business markets calls for new approaches, and Lilien 
(1987) states that any similarities that might be identified 
between business and consumer markets are superficial 

Even fewer comparative studies (nine) can be identified 
in the consumer/business marketing context Of these, five 
pertain to general marketing activities, as opposed to (for 
example) profiles of product managers Parasuraman, Berry, 
and Zeithaml (1983) and Avlonitis and Gounaris (1997) find 
differences in the market orientation of consumer and busi- 
ness firms, whereas Turley and Kelley (1997) report no sig- 
nificant differences between consumer and business services 
advertising More important, however, only Zeithaml, Para- 
suraman, and Berry (1985) and Andrus and Norvell (1999) 
directly consider how firms relate to their markets in terms 
of their various strategies/approaches, and analysis of these 
findings suggests that marketing practices are more similar 
than different 

The general patterns therefore lend some support to Fern 
and Brown's (1984) concern that the distinction between 
consumer and business marketing 18 ипјизићед Given that 
most of the empirical comparisons are also dated (similar to 
the goods/services literature), the extent to which identified 
differences between consumer and business marketing prac- 
tices are a historical artifact rather than current reality might 
be questioned Again, this 1s difficult to assess given the lack 
of recent empirical data on how firms relate to these two 
types of markets Finally, it 1s also worth noting that the 
prevalent approach 1s to compare pairs of firm types such as 
consumer versus business services (Parasuraman, Berry, and 
Zeithaml 1983, Zeithaml, Parasuraman, and Berry 1985) or 
consumer versus business goods (Avlonitis and Gounaris 
1997) As in the goods/services literature, no studies can be 
identified that offer a comparison across consumer goods, 
consumer services, business goods, and business services 
firms 


Research Questions 


The bodies of literature comparing marketing issues in dif- 
ferent customer and product contexts follow similar evolu- 
tionary patterns and have developed from strong conceptual 
rather than empirical arguments The extant research 1s 
dated and shows mixed results Furthermore, interest in 
understanding the similarities and differences in marketing 
across contexts seems to have declined This is perhaps 
explained by Brown, Fisk, and Bitner’s (1994) conclusion 


that differences between goods and services appear to be 
assumed since the mid-1980s Similar arguments might also 
be made for the literature that compares consumer and busi- 
ness marketing 

The current study suggests that ıt 15 1mportant to com- 
pare the contemporary marketing practices of firms that 
serve different markets with different products for three rea- 
sons First, given the limited amount of research and when 
1t was conducted, there is an identified need for a more cur- 
rent examination of the topic This is reinforced by Day and 
Montgomery's (1999) call for further understanding of the 
issue, one they consider fundamental to the marketing field 
Second, there is a lack of research examining contemporary 
marketing practices in a manner that 15 both comparative 
across multiple firm types and based on a common analyti- 
cal framework However, this type of research 1s important 
given the increasing discussion around the blurring of 
boundaries between areas that have historically been exam- 
ined independently (Balasubramanian and Kumar 1990, 
Bitner, Brown, and Meuter 2000) Extant research also tends 
to focus on single-country studies, and therefore a broader, 
more international perspective could add insight to the 
understanding of contemporary marketing practices 

Thurd, all the extant studies rely on a simple interpreta- 
tion of the traditional marketing-mix model as their basis for 
investigation, and no empirical research comparing transac- 
tional and relational marketing practices has been identified 
Although this emphasis on the transactional view of market- 
Ing 1s understandable given the time frame of the studies 
noted previously, we question the relevance of the marketing 
mix as the sole conceptual and analytical framework, given 
that major changes are occurring in the marketing environ- 
ment Markets are more technologically sophisticated, com- 
petition 1s more intense, and buyers are more demanding If 
Day and Montgomery (1999) are accurate in their observa- 
tion that there has been a shift from an emphasis on discrete 
transactions to relationships, the examination of marketing 
practices should go beyond the simple marketing-mix model 
to incorporate a more relational view of marketing That 15, 
both transactional and relational approaches need to be mea- 
sured for an understanding of their relative emphasis in con- 
temporary marketing practice Thus, the two research ques- 
tions guiding this study are 


1 How do different types of firms relate to their markets in 
terms of their contemporary marketing practices? 

2 What 15 the relative emphasis of these firms on transactional 
and relational aspects of marketing? 


Method 


Sample and Data Collection Method 


А self-administered structured questionnaire was developed 
to collect quantitative data pertaining to the various aspects 
of marketing practice and both respondent and organiza- 
tional demographics The sample consists of 308 firms com- 
prising five groups of managers in the United States (n — 
76), Canada (n = 58), Finland (n = 22), Sweden (n = 20), and 
New Zealand (n = 132) These countries were chosen on the 
basis of theoretical reasoning, in that all five can be classi- 


fied as Type 1 firms according to Hofstede's (1980) three 
cultural dimensions that are theoretically linked to relation- 
ship development individualism, power distance, and 
uncertainty avoidance (Griffith, Hu, and Ryans 2000) АП 
five countries are characterized as individualistic, with small 
power distance and weak uncertainty avoidance index levels 
(Hofstede 1980) 

Across the five countries, an average of 6696 of firms 
served other businesses as their primary market and 34% 
served consumers, whereas 61% characterized themselves as 
predominantly service organizations and 3996 emphasized 
goods Four age categories were used less than 5 years (1396), 
6—10 years (17%), 11—30 years (27%), and more than 30 
years (4390) An average of 14% of firms reported no change 
or a decrease in sales growth over three years, 3696 reported 
1%—10% growth, and 50% had greater than 10% growth 
Finally, 27% of the sample had fewer than 20 employees, 23% 
had 21—100 employees, 27% had 101—500 employees, and 
2396 had more than 500 employees The firms were consid- 
ered representative of the business population in each center 

A comparison across the five countries shows the firms 
to be similar in terms of customers served, age of firm, and 
sales growth rate, though the US sample included more 
service firms and a greater proportion of large firms These 
differences are to be expected, given the advanced U S 
economy and larger population base Slight differences also 
emerged across all five countries with regard to firm export 
level and use of technology, however, these were controlled 
for in all subsequent analyses Comparative analysis of the 
main constructs under investigation revealed no significant 
differences across the five countries in terms of the key мап- 
ables of interest 1n this study (1) the construct means used 
to reflect aspects of marketing practice and (2) the results of 
a cluster analysis Therefore, data from the five countries 
were pooled for aggregate examination 

The study involved convenience samples of managers tn 
each country who were participating in part-time MBA pro- 
grams taught by members of the research team Though non- 
random in nature, the use of working MBAs in cross-national 
research is common (see Neelankavil, Mathur, and Zhang 
2000), and the approach 15 both practical and, to a reasonable 
degree, controllable The majority of respondents had 
worked in their present organization (81%) and in their cur- 
rent position (68%) for at least one year Most of the man- 
agers (85%) were between 26 and 45 years of age and had 
some tertiary training (80%) АП respondents were involved 
with marketing activities in their organization, as defined by 
their position/role, nature of customer contact, and decision- 
making responsibilities Positions included those tradition- 
ally considered to be marketing related (e g , account man- 
ager, sales and marketing executive) as well as those that are 
more general in nature but still involved with market plan- 
ning (e g , business manager) As such, the respondents were 
informed about the marketing activities of their organization 
and provided an appropriate match with the topic of interest 
(Lynch 1999, Neelankavil, Mathur, and Zhang 2000) 

The survey was in English, and all respondents were 
either native or proficient speakers in it Participants 
received the survey in the first week of a mandatory course 
in marketing management and were asked to complete it as 
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а take-home project The timing of data collection mini- 
mized the bias created by classroom exposure to marketing 
theory and/or the professor's personal views on the topic 
Participants were advised to use a variety of sources within 
the firm to gather the information needed to complete the 
survey Thus, although a single manager was asked to report 
on each organization, respondents not only were reporting 
on the day-to-day activities that they were familiar with but 
also were encouraged to include the perspectives of other 
colleagues Because completion of the instrument was a 
required project early ın the term, the approach resulted in a 
high level of response, and considerable care was given by 
the participant informants Although there 15 some potential 
for demand artifacts associated with this approach, the 
investigators were careful to brief the participants fully and 
advise them that the data generated by the research were 
part of an international study on marketing practices Fur- 
ther discussion with participants 1ndicated they understood 
that considered response was necessary 


Measurement Approach 


Firms were classified as serving consumer or business cus- 
tomers on the basis of the managers' responses to a question 
regarding their primary (most important) customer base 
This choice then guided the managers' responses for ques- 
tions pertaining to marketing practices Firms were also 
classified as either predominantly goods or services organi- 
zations on the basis of a question that asked respondents to 
identify the nature of their firm's product offer Although 
respondents were able to tick multiple categories, only a few 
(16 firms, or 5% of the sample) indicated both goods and 
services These files were inspected and, when appropriate, 
were classified as either goods or services If such a decision 
could not be made, the file was deleted 

We also defined the variables of firm size, age, and 
export level to allow for the potential influence of other 
covariates on marketing practice, as noted ın the empirical 
comparisons of consumer and business firms (Andrus and 
Norvell 1990, Parasuraman, Berry, and Zeithaml 1983) and 
goods versus services firms (Parasuraman and Varadarajan 
1988) We also included a variable measuring the firm’s use 
of technology, which could influence a firm’s practices, on 
the basis of Coviello, Brodie, and Munro’s (1997) argument 
that database marketing uses technology to get closer to the 
customer Finally, it ıs of interest to identify the impact of 
marketing practices on firm performance Therefore, we 
employed the commonly used measure of sales growth, 
because this is generally accepted as a reflection of the 
firm’s effectiveness in the market (Walker and Ruekert 
1987) and 1s considered relatively easy information for man- 
agers to provide In contrast, collecting profit or market 
share data 1s generally regarded as difficult because of man- 
agers’ reluctance or inability to provide objective financial 
data, and as the sample includes a large number of smaller 
and/or privately held firms, public financial data were likely 
to be unavailable On the basis of pretest results and respon- 
dent preference, we measured sales growth categorically 
using average annual growth over the previous three years 

To profile marketing practices, we used the conceptual 
framework outlined in Table | to dertve specific measures of 
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marketing practice and thus examine the level/extent of 
transactional and relational marketing practices in different 
contexts This framework allows for the development of a 
measurement model that identifies four distinct aspects or 
constructs of marketing practice transaction marketing 
(TM), database marketing (DM), interaction marketing 
(IM), and network marketing (NM) 


Measurement Model 


Development of the model began with the pool of measure- 
ment items reflecting the nine dimensions operationalized 
by Coviello, Brodie, and Munro (2000) Questions using 
five-point Likert-type scales anchored by “never” (1) and 
“always” (5) were used to measure each item (see the 
Appendix) On the survey instrument, each of the nine 
dimensions consisted of a set of variables reflecting each of 
the four marketing practice constructs Using Item 1 from 
the Appendix as an example, the first пет measures the 
extent to which the purpose of exchange was to generate an 
economic return 1п the form of profit or other financial mea- 
sures of performance (TM), and the remaining items pertain 
to each of the three relational aspects of marketing (DM, IM, 
and NM) Thus, Item 1 measures the extent to which each 
aspect of marketing 1s practiced, in the context of one 
dimension (purpose of exchange) 

Each пет was evaluated by ten marketing practitioners 
and five marketing academics, and the questionnaire was 
pretested with a set of executive students similar to those 
ultimately targeted to participate 1п the research The results 
of the pretest suggested that the questionnaire was under- 
standable, was interpreted appropriately, and captured the 
aspects of marketing practice defined by the conceptual 
framework It was therefore concluded that the instrument 
had adequate content and face validity Construct validity of 
the instrument 1s Justified because the measures were devel- 
oped from a theoretical framework that was derived from an 
extensive literature review Convergent and discriminant 
validity of the four constructs were tested by means of con- 
firmatory factor analysis 1n a measurement model that сот- 
bined all four constructs simultaneously In addition, confir- 
matory factor analysis was used to further refine the 
measures so that the final number of items reasonably 
reflects each construct (Anderson and Gerbing 1988) Start- 
ing with the nine items for each construct summarized in the 
Appendix, LISREL 8 3 (Joreskog and Sorbom 1993) was 
used to perform the confirmatory factor analysis Construct 
refinement was achieved by an examination of the covari- 
ance matrix residuals and modification indices supplied by 
LISREL and elimination of items until the goodness-of-fit 
criteria were attained 

Table 2 gives the results of the final model after refine- 
ment and item deletion Although the chi-squared statistic 1s 
significant, this 15 likely due to the large sample size of 308, 
when the chi-squared statistic 1s known to be oversensitive 
(Hair et al 1998) Indeed, Hair and colleagues (1998) sug- 
gest that a better criterion 1s the ratio of the chi-squared sta- 
tistic to the degrees of freedom (d f ), which should be less 
than 2 In this case the ratio 15 1 66, well within recom- 
mended tolerance Other measures of goodness of fit are 
goodness-of-fit index = 91 and adjusted goodness-of-fit 


TABLE 2 
Results from Confirmatory Factor Analysis: Coefficients for the Construct Paths, Test of Discriminant 
Validity, and Correlation Among Constructs 


————————————M——————M— 


Transaction Database interaction Network 
Marketing Marketing Marketing Marketing 
Convergent Validity 
Purpose of exchange 27 (4 06). 52 (8 39) 60 (11 38) 78 (12 65) 
Nature of communication 46 (5 34) 38 (6 52) 33 (467) 73 (11 30) 
Managerial intent 35 (5 31) 40 (7 38) 61 (943) 64 (9.48) 
Managerial focus 40 (7 18) 38 (6 58) 61 (943) — 
Managerial investment 73 (9 53) 47 (7 16) 70 (11 65) 91 (15 38) 
Managerial level — 45 (5 40) 14 (164) 37 (453) 
Cronbach's alpha 62 62 71 77 
Discriminant Validitya 
— 377 522 64 4 
DM — — 93 485 
IM — — — 80 0 
Correlation Matrıx 
10 51" — 15" — 10 
DM 10 29* 28* 
IM 10 55* 
NM 10 


eee 
aDiscnminant validity ıs tested by constraining the correlation to be 1 between each Pair of constructs The table shows the change in chi- 
squared values when this constraint is applied A change exceeding 3 84 (5% critical value) across all pairs of constructs demonstrates dis- 


cnminant validity 
*Significant at the p < 05 level 
Notes t-statistics are in parentheses 


index — 89, which are above or close to the 9 threshold 
(Hair et al 1998), a comparative fit index of 91, above the 
9 threshold, and a root mean square error of approximation 
value of 046, well within the recommended 1 upper limit 
(Browne and Cudek 1993) Therefore, the final measure- 
ment model is a good fit to the data 

Table 2 also reports the model's estimated item coeffi- 
cients and the tests for discriminant validity Anderson and 
Gerbing (1988) note that convergent validity 15 demon- 
strated by statistically significant path coefficients In this 
study, all coefficients are significant at the p « 001 level or 
lower, apart from the managerial level path for the interac- 
tion construct, which is significant at the p « 10 level Thus, 
convergent validity 1s evident Following Anderson and 
Gerbing (1988), we also assessed discriminant validity by 
constraining the correlation between each pair of constructs 
to be 1 This gives a new chi-squared value for the model 
The difference between the chi-squared value for the origi- 
nal model and the constrained model also has a chi-squared 
distribution, with one degree of freedom If these differences 
exceed 3 84 (596 critical value for the chi-squared distribu- 
tion with 1 d f ) for each раг of constructs tested, then dis- 
criminant validity 1s established Table 2 shows that each 
chi-squared difference 1s well above 3 84 for the six possi- 
ble construct pairings, demonstrating discriminant validity 
for the final model 

For each construct, the final model used either five or six 
items The eliminated items аге noted in the Appendix and 
are as follows First, Jtem 3 (type of contact) was eliminated 
from all four constructs The lack of distinction for this item 
probably occurs because most firms use multiple forms of 


contact with their customers, regardless of the approach to 
marketing practice they emphasize Second, Item 4 (dura- 
tion of exchange) was eliminated from all four constructs 
Here, respondents may have thought it unlikely that there 
would be no future contact with customers, even in a trans- 
actional environment, and ongoing contact 1s possible no 
matter what type of marketing 15 practiced Third, Item 5 
(formality of exchange) was also deleted from all four con- 
structs This likely reflects the similarity of the DM, IM, and 
NM questions, all of which highlighted social contact Item 
7 (managerial focus) was eliminated from the NM construct, 
as ıt ıs likely that firms believe that they focus on both their 
product offer and customers in their planning processes 
Last, Item 9 (managerial level) was eliminated from the TM 
construct, possibly because the variation in firm size meant 
that firms did not all have specialized positions for func- 
tional managers 

We then used the remaining items to form four соп- 
structs TM, DM, IM, and NM We accomplished this by 
averaging the scores across the relevant five or six items and 
dividing by five (a five-point scale was used) Thus, the con- 
struct scores ranged between zero and one As shown in 
Table 2, the Cronbach's alpha levels of the four constructs 
were 62 (TM), 62 (DM), 71 (IM), and 77 (NM) These 
levels are somewhat low but are generally considered 
acceptable (Nunnally 1978) and are within the norms of 
alphas appearing ın published studies in a meta-analysis 
reported by Voss, Stem, and Fotopoulos (2000) 

Table 2 also gives the correlations among the four con- 
structs Notice that the correlation between TM and both IM 
and NM 1s low and negative but the one between TM and 
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DM is moderate This would be expected 1f higher levels of 
TM are balanced by lower levels of IM and NM, whereas 
DM is perhaps an extension of TM. Also, DM has a low cor- 
relation with IM and NM, which suggests that it 1s an ele- 
ment 1n the relational approach Finally, a moderate correla- 
tion 1s observed between IM and NM This reflects the 
arguments of the Industrial Marketing and Purchasing 
group (Ford, Hákansson, and Johanson 1986), 1n which the 
dyadic relationship established ın IM 1s considered a micro 
level of NM 


Findings 

We compared the TM, DM, IM, and NM construct scores 
across firm type to identify significant differences in how 
firms relate to their markets Following this, we used cluster 
analysis on the construct scores to identify whether we 
could generate meaningful groups of firms on the basis of 
their marketing practices, thus reconfiguring the way firms 
are categorized, instead of using conventional categories 
such as product offered or market served This approach also 
helps answer the question whether contemporary practices 
emphasize relational marketing 


How Do Different Types of Firms Relate to Their 
Markets? 


The extent to which each of the four conceptualized aspects 
of marketing are found, by firm type, 1s presented in Table 
3 This table gives the results of the multivariate analysis of 
variance (MANOVA) used to compare the construct means 
for TM, DM, IM, and NM across customer type, product 
type, and the four customer/product combinations In addi- 
tion to these factors, the covariates of firm size, age, sales 
growth rate, export level, use of technology, and country 
were included in the MANOVA, and only the covariates of 
firm size and use of technology were significant That 1s, 
larger firms tended to have higher levels of TM, whereas 
firms reporting a high use of technology had higher levels of 
IM and NM 

If TM 1s first considered, Table 3 shows that consumer 
firms are more transactional than business-to-business firms 
(p < 001), as are goods firms compared with service firms 
(p < 001) When the two primary variables are combined to 
form consumer goods, business-to-business goods, and so 
forth, the results show a significant difference only for con- 
sumer goods firms This type of organization 15 more trans- 
actional than the other three customer/product combinations 
(p « 001) Furthermore, the average construct values (for 
which the maximum value 15 1 0) show that consumer goods 
firms practice the highest level of TM (87), followed by 
significantly lower levels for consumer services ( 78), 
business-to-business goods ( 77), and business-to-business 
services ( 74) There are no significant differences among 
the means of the last three combinations 

When practices are examined in terms of the three theo- 
retically defined aspects of relational marketing (DM, IM, 
and NM), significant differences are found only for 
DM—and then only for type of market served That is, firms 
serving consumer markets are more likely to practice DM 
than are those serving business markets When the two pri- 
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mary variables are combined, consumer goods firms prac- 
tice a higher level of DM than do business-to-business goods 
or services firms (p « 001) No significant differences are 
found for either IM or NM across customer or product type 
or by customer/product combination A further analysis of 
Table 3 shows that overall, the mean levels of practice for 
TM and IM are higher ( 79 and 75) than those for DM and 
NM ( 68 and 64) Similarly, more than one-half of all firms 
practice high levels of TM and IM, and one-third practice a 
high level of DM and NM 


What Is the Relative Emphasis on Transactional 
and Relational Aspects of Marketing? 


We examined the relative emphasis of transactional versus 
relational aspects of marketing by assessing the level of prac- 
tice of each aspect of marketing by firm type As a basis for 
comparison, Gronroos's (1991) continuum predicts that con- 
sumer goods firms will emphasize transactional marketing and 
service firms will engage in relational marketing So as not to 
artificially categorize a firm as a transaction, database, inter- 
action, or network marketer, however, we conducted a cluster 
analysis using the TM, DM, IM, and NM construct scores to 
group the firms in terms of their marketing practice profiles 
We then examined each of these clusters to determine how 
they relate to the four customer/product combinations con- 
sumer goods, consumer services, business goods, and business 
services This allows identification of the relative emphasis on 
transactional and relational marketing across firm type 

We formed the clusters using k-means cluster analysis 
The number of clusters varied between one and six, and a 
three-cluster solution finally resulted based on the average 
within-cluster difference criterion (Hair et al 1998) Table 4 
shows the average values for the TM, DM, IM, and NM con- 
structs across the three clusters and overall When the clus- 
ter means are compared with those of the entire sample, the 
first cluster has an above-average score for TM (as shown in 
boldface italics) but 1s well below average on the DM, IM, 
and NM constructs It is therefore a cluster largely composed 
of firms that practice TM, and this accounts for 33% of all 
firms in the sample The second cluster has above-average 
construct scores for all four constructs This might be termed 
a transactional/relational cluster, because these firms prac- 
tice high levels of all four marketing approaches This clus- 
ter comprises 35% of the sample The third and final cluster 
15 above average on IM and NM and well below average on 
TM and DM Therefore, this is called a relational cluster, 
and it represents 32% of the sample Overall, there are three 
clearly defined and relatively equally sized clusters 

Table 4 provides further insight on the composition of 
the clusters, and the three groups are significantly different 
(p = 03) At one extreme, there 1s a reasonably equal and 
substantial number of all four types of firms 1n the transac- 
tional cluster (ranging from 27% to 41%) However, the 
largest proportions reflect firms that serve consumer rather 
than business markets At the other extreme, the relational 
cluster presents a clear continuum effect whereby only 11% 
of consumer goods firms emphasize relational aspects of 
marketing, compared with 4146 of business-to-business ser- 
vice firms Regarding the hybrid transactional/relational 
cluster, no continuum or similar pattern appears 
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If Table 4 15 analyzed by firm type, several additional 
patterns also appear First, a large number of consumer 
goods firms are in the transactional/relational cluster (50%) 
This perhaps reflects the previous evidence indicating their 
use of DM Second, although 29% of consumer service 
firms are in the relational cluster, there 1s a surprisingly large 
proportion in the transactional cluster (41%) Third, the 
business-to-business goods firms are balanced across all 
three clusters Fourth, the business-to-business service firms 
exhibit a classic continuum pattern, from transactional to 
relational Although these results imply that business-to- 
business service firms are more relational, it 1s also worth 
noting that more than one-quarter of these firms emphasize 
a transactional approach, and again, the relative proportions 
of firms practicing transactional marketing are large across 
firm type Of further interest 1s that business-to-business 
goods and services firms are comparable to their consumer 
counterparts with regard to the hybrid cluster results, and all 
four firm types are represented in each cluster 

Given the results, we then identify how the three clusters 
can be differentiated on the basis of other firm characteris- 
tics Chi-squared and regression analysis reveal that no sta- 
tistically significant differences can be attributed to country, 
firm age, export level, use of technology, or sales growth 
гаје However, firm size differs by cluster (p = 03), and 
large firms (more than 1000 employees) are more likely to 
be transactional This 15 expected, given that large firms are 
likely to serve large markets, which thus makes relational 
activities more difficult and costly to implement Of partic- 
ular interest 15 the potential 1mpact of various marketing 
practices on sales growth as a measure of marketing effec- 
tiveness Although the aggregate analysis did not reveal any 
differences by cluster, this 1s perhaps to be expected given 
the broad range of firms in each one and the relatively broad 
growth categories However, consumer service firms in the 
transactional cluster (p = 09) and business-to-business 
goods firms in either the transactional or the relational clus- 
ter (p = 03) achieved higher sales growth (21096 per annum 
over three years) 


Discussion 


Thus research offers a comparative examination of contem- 
porary marketing practices that 15 integrative rather than par- 
adigm specific An important contribution of the research 15 
its organization and empirical examination of four distinct 
aspects of marketing practice In particular, the relatively 
broad concept of relationship marketing 15 redefined to 
reflect three separate constructs database, interaction, and 
network marketing By examining these practices, the study 
assesses the relative emphasis placed on transactional and 
relational activities and thus provides insight on the extent to 
which firms employ relationship marketing Furthermore, it 
does so in a manner that encompasses different types of 
firms, whereas the extant literature tends to examine them 
independently The international nature of the study also 
complements the existing U S -dominated literature and 
shows that the marketing practices ın certain Western 
nations are comparable As in other studies (Homburg, 
Workman, and Jensen 2000), because the conclusions are 
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based on a range of firm types and multiple countries, the 
results are not expected to be restricted to specific sectors or 
nations Finally, the findings of the study provide a strong 
empirical foundation for a meaningful investigation of the 
antecedents and consequences of marketing practice 

The first research question was how different types of 
firms relate to their markets The comparison of construct 
means shows that at a general level, consumer and goods 
firms relate to their markets in a more transactional man- 
ner than business-to-business and service firms do These 
findings appear to support the early theoretical arguments 
that business-to-business and service marketing are dif- 
ferent from consumer and goods marketing Also, the 
cluster analysis suggests that in the context of relational 
marketing, Gronroos’s (1991) continuum argument 1s sup- 
ported At the same time, although the practice of data- 
base marketing appears to vary by type of customer 
served, other results show that the practice of interaction 
and network marketing does not differ by firm type Fur- 
thermore, there are no significant differences between 
goods and services firms for any aspect of relational mar- 
keting This suggests that the continuum effect for the 
relational cluster may be attributable to market type rather 
than product offer (confirmed by chi-squared analysis, p = 
04) Also, similarities between the practices of goods and 
services firms can perhaps be explained by Вилег, Brown, 
and Meuter’s (2000) argument that all firms are increas- 
ingly positioned as “‘solutions organizations” As such, 
they apply aspects of relational marketing regardless of 
the nature of the product offer The current results lend 
some support for this view, in that high levels of database, 
interaction, and network marketing are found across firm 
type and nearly one-third of all firms emphasize a rela- 
tional approach As such, the results also offer support for 
recent assertions that nurturing relationships 1s a priority 
for most organizations (e g, Day 2000) Although this 
does not necessarily imply that relationships are a top рп- 
ority for most firms (as stated by Day [2000]), the active 
implementation of various aspects of relational marketing 
suggests that relationship development is of interest to 
many firms 

This 15 not to suggest, however, that transaction market- 
ing 15 not practiced by the firms in this study For example, 
the cluster results do not provide clear evidence of firms 
emphasizing relational exchange rather than discrete trans- 
actions Rather, they show that though relational aspects of 
marketing are implemented by all types of firms, а transac- 
tional approach is still very much in evidence, even for non- 
consumer goods firms We also note that more than опе- 
third of the firms in this study have adopted a pluralistic 
hybrid approach in relating to their markets Again, this 
lends support to the solutions organization argument, in that 
regardless of type, some firms seek a balance between the 
transactional and relational approaches 

Overall, that there are three identifiable and substantial 
clusters suggests that within a customer/product type, firms 
choose to compete ın different ways For example, some 
business-to-business service firms emphasize relational 
marketing, others take a hybrid transactional/relational 
approach, and still others employ a predominantly transac- 


tional approach Although not examined in this study, the 
third pattern may reflect a conscious decision that relational 
marketing 1s inappropriate to a certain competitive or mar- 
ket environment The second conclusion therefore is that 
while firms actively practice relational marketing, many 
firms also rely on transactional marketing This suggests 
that though Day and Montgomery (1999) observe that the 
marketing field has shifted its emphasis from transactional 
to relational exchange, managerial practice has adopted a 
more integrative and pluralistic approach, and it appears that 
certain aspects of marketing are not changing as much as 
some commentators have indicated This supports Hom- 
burg, Workman, and Jensen's (2000) findings that a tradi- 
tional approach to marketing remains ın most firms 

Two final results are of interest First, contemporary 
marketing practices are dominated by the practice of trans- 
action and interaction marketing, and database and network 
marketing are implemented to a lesser degree This 15 an 
interesting finding given the attention paid to the potential of 
database technologies (Blattberg and Deighton 1991) and 
the argument that a network economy is emerging, necessi- 
tating a variety of changing roles for marketing (Achrol and 
Kotler 1999) At the same time, the implementation of data- 
base and network marketing may still be at an early stage of 
market diffusion Second, it ıs somewhat surprising that the 
majority of consumer service firms are classified as transac- 
tional in the cluster analysis (41%) This suggests that in 
spite of their interest in relationships (as 15 widely described 
in the literature), the actions of customer service firms (as 
perceived by their managers) may speak louder than words 
This 1s perhaps explained by the preliminary performance 
findings that indicate that a transaction marketing focus 
results in higher sales growth for customer service firms 


Managerial Implications 


All four conceptualized aspects of marketing are found in 
practice, and each of these aspects of marketing can be 
clearly distinguished from the others It therefore becomes 
important for managerial thinking to extend beyond the tra- 
ditional marketing-mix model or a purely relational perspec- 
tive and encompass multiple aspects of marketing practice 
Managers should also recognize that firms compete using 
transactional marketing, relational marketing, or a hybrid 
approach This suggests that managers need an appreciation 
of the potential role of each aspect of marketing (transaction, 
database, interaction, and network marketing) 

More specifically, ıt can be argued that transaction mar- 
keting is relevant regardless of product or customer type By 
recognizing the fundamental role of product, price, promo- 
поп, and distribution and learning how to manage these 
areas competently, all organizations can develop a strong 
base on which to better develop customer relationships 
Given that a relatively high level of interaction marketing is 
also evidenced in all four types of firms, managers could 
benefit from understanding, establishing, and facilitating 
ongoing, individual, and interpersonal relationships. with 
key contacts in their market, regardless of the type of cus- 
tomer served or product offered Similarly, all firms could 
investigate the potential relevance of database and network 
marketing to their organization, particularly in terms of 


“getting closer” to customers or positioning the organization 
in a viable network as a defensive measure 1n increasingly 
competitive markets 

As a cautionary note, the results regarding transaction 
marketing offer support for Day's (2000, p 24) observation 
that "investing 1n or building close relationships 15 neither 
appropriate nor necessary for every market, customer, or 
company" Overall, however, although not all firms will 
have the need or capability to apply relational marketing and 
many will choose to emphasize a transactional approach, it 
can still be argued that managers will benefit from under- 
standing the resource requirements and systems underlying 
database, interaction, and network marketing, given that 
competitors’ activities may involve these aspects of market- 
ing Understanding the nuances of each aspect of marketing 
enables managers to make a considered strategic. choice 
regarding their development and implementation 


Limitations and Future Research Directions 


As does any research, this investigation has certain limita- 
tions that must be considered First, although the study devel- 
ops several new measures, and this is 1n itself a contribution, 
the reliability levels found for transaction and database mar- 
keting suggest that items constituting the scale have some 
diversity and are not highly correlated Also, although the 
correlations between some measures are theoretically 
explainable (e g , TM and DM, IM and NM), they are mod- 
erate and suggest some overlap of the four constructs Sec- 
ond, firm classification in terms of the product offer was dri- 
ven by how respondents defined their organization As noted 
previously, the majority of managers (95%) define their firms 
in a traditional manner, choosing either goods or services A 
similar pattern emerged when we identified the nature of the 
market served, and in the end, using the traditional classifi- 
cation variables follows the general pattern of the literature 
More important, it allowed for a useful comparison across 
four customer/product combinations Further research might 
benefit from more subtle firm classifications, such as those 
suggested by Bitner, Brown, and Meuter (2000) 

Third, respondents were asked to focus their answers on 
activities related to their primary customers Although a 
review of the questionnaires indicates that respondents dif- 
ferentiated between end users and intermediaries, managers 
who defined their firms as serving consumer markets may 
have responded in the context of practices to channel mem- 
bers Fourth, although the five country samples are reason- 
ably representative of their markets, they were convenience 
samples, and further research could involve national random 
sampling This would overcome any demand artifacts asso- 
ciated with the use of part-time executive students and allow 
for a more even distribution of sample size across countries 
Finally, performance was captured by a categorical measure 
of sales growth used to reflect the effectiveness of market- 
ing practices Although this ıs appropriate given pretest 
results, actual sales growth levels as well as profitability and 
market share measures are also of interest. Ideally, further 
research would include both objective data and subjective 
measures of how the firm has performed compared with pri- 
mary competitors or managerial expectations In addition, it 
would be useful to undertake in-depth research in different 
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sectors for a better understanding of the specific factors that 
influence performance 

Additional areas of investigation are varied For exam- 
ple, extending this study beyond the current five-country 
focus to include comparative research across nations with 
cultural differences could be fruitful Also, because market- 
ing practice 1s likely to evolve with technological develop- 
ments and be tempered by industry conditions, replication of 
this study would help capture evolutionary patterns of mar- 
keting practice (e g , the practice of database and network 
marketing) Further research could also examine when and 
why the various aspects of transactional and relational mar- 
keting are more or less used Ideally, such research would 
also identify the requisites for the effective practice of all 
four aspects of marketing and relate their implementation to 
a broader set of measures of the firm’s performance over 
time It would also be useful to understand if firms in the 
hybrid transactional/relational cluster have strategically 
positioned themselves as such or if they are (for example) 


inherently transactional but dabbling with relational activi- 
ties Linking this information with performance would allow 
for a better understanding of the risks and payoffs associated 
with various strategic decisions 

Finally, although this study shows that firms emphasize 
a transactional, relational, or hybrid approach to marketing 
practice, it does not identify why such approaches аге imple- 
mented One possibility 15 related to competitive behavior in 
the market Therefore, 1t would be relevant to identify the 
firm's perceptions of competitor behavior and then examine 
how the firm's practices reflect and/or deviate from those of 
the competition. Another possibility 15 related to customer 
requirements, and further research could investigate how 
marketing practices reflect perceived customer need struc- 
tures and customers’ preference for transactional and/or 
relational exchange Investigation of these issues could also 
shed light on why so many consumer service firms empha- 
size a transactional approach when they might be expected 
to be more relational 


APPENDIX 
Components of the Measures Used 


1. Purpose of Exchange. When dealing with our market, 

our focus 15 on 

Generating a profit or other "financial" measure(s) of 
performance [TM] 

Acquiring customer information [DM] 

Building a long-term relationship with а specific 
customer(s) [IM] 

Forming strong relationships with а number of 
organizations ın our market(s) or wider marketing 
system [NM] 


2. Nature of Communication. Our marketing 
communication involves 

Our organization communicating to the mass market 
[TM] 

Our organization targeting а specifically identified 
segment(s) or customer(s) [DM] 

Individuals at various levels in our organization 
personally interacting with their individual customers 
[IM] 

Senior managers networking with other managers from 
organizations in our market(s) or wider marketing 
system [NM] 


3. Type of Contact Our organization's contact with our 
primary customers is 
Impersonal (e g , no individualized or personal contact) 
(TM]* 
Somewhat personalized (е g , by direct mail) [DM]* 
Interpersonal (e g , involving one-to-one interaction 
between people) [IM/NM]* 


4. Duration of Exchange: When a customer buys our 
products, we believe they expect 
No future personalized contact with us [TM]* 
Some future personalized contact with из [DM]* 
One-to-one personal contact with us [IM]* 
Ongoing one-to-one personal contact with people in our 
organization and wider marketing system. [NM]* 


5. Formality of Exchange: When people from our 
organization meet with our primary customers, it is 
Mamly at a formal, business level [TM]* 


*Indicates an item that was deleted from the final construct 


Mainly at an informal, social level [DM]* 
At both a formal, business and informal, social level [IM/ 
NM]* 


6. Managerial Intent: Our marketing activities are 

intended to 

Attract new customers [TM] 

Retain existing customers [DM] 

Develop cooperative relationships with our customers 
[IM] 

Coordinate activities between ourselves, customers, and 
other parties in our wider marketing system [NM] 


7. Managerial Focus Our marketing planning 15 

focused on issues related to 

Our product/service offering [TM] 

Customers in our market(s) [DM] 

Specific customers in our market(s) or individuals in 
organizations we deal with [IM] 

The network of relationships between individuals and 
organizations in our wider marketing system [NM]* 


8 Managerial Investment: Our marketing resources 

(e.g., people, time, money) are invested in 

Product, promotion, price, and distribution activities (or 
some combination of these) [TM] 

Technology to improve communication with our 
customers [DM] 

Establishing and building personal relationships with 
individual customers [IM] 

Developing our organization's network relationships 
within our market(s) or wider marketing system [NM] 


9. Managerial Level: In our organization, marketing 

activities are carried out by 

Functional marketers (e g , marketing manager, sales 
manager, major account manager) [TM]* 

Specialist marketers (e g , customer service manager, 
loyalty manager) [DM] 

Nonmarketers who have responsibility for marketing and 
other aspects of the business [IM] 

The managing director or chief executive officer [NM] 


Notes The related construct (TM, DM, IM, or NM) is given in square brackets 
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Raji Srinivasan, Gary L. Lilien, 4 Arvind Rangaswamy 


Technological Opportunism and 
Radical Technology Adoption: 
An Application to E-Business 


Using the resource-based view of the firm, the authors hypothesize that differences in adoption of radical tech- 
nologies among firms can be attributed to a sense-and-respond capability of firms with respect to new technolo- 
gies, which is termed technological opportunism Using survey data from senior managers in business-to-business 
firms, the authors study the adoption of e-business, a radical technology with the potential to alter business mod- 
els The authors first establish the distinctiveness of technological opportunism from related constructs, such as 
organizational innovativeness, and show that it offers a significantly better explanation of technology adoption than 
existing constructs do In a follow-up survey of senior managers, the authors investigate the antecedents of tech- 
nological opportunism and find that organizations can develop technological opportunism by taking specific actions 
such as focusing on the future, by having top management advocate new technologies, and by becoming more of 
an adhocracy culture and less of a hierarchy culture The proposed technological opportunism construct can inform 
theory development on the relative emphasis on internal (research and development) versus external (buying, 
licensing) development of technologies and the complementarities in technology orientation and market orientation 


in the firm The results can be used by managers who seek to develop the technological opportunism capability of 
their firms and by those in technology vendor firms who seek to develop segmentation strategies based on the 
technological opportunism capabilities of their customer firms. 


(e g lighting, photography, steel, and telecommuni- 

cations) in which radical technologies emerged and 
eventually overwhelmed established technologies (Utter- 
back 1994) ! In each industry, some firms did not adopt a 
radical technology and failed to survive in the marketplace,2 
whereas other firms leaped from one generation of technol- 
ogy to the next and adapted their business models on the 
basis of such technologies In this article, we focus on why 
some firms readily adopt radical technologies whereas other 
firms are either unwilling or unable to do so This issue 15 


B usiness history offers many examples of industries 





ІА radical technology contains a high degree of new knowledge 
compared with a current technology and represents a clear depar- 
ture from existing practices (Dewar and Dutton 1986) We use the 
terms “innovation” and “technology” interchangeably in the 
article 

2We use the terms “firm,” “organization,” and “strategic business 
unit” interchangeably in the article 
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important for both adopter firms and firms that sell radical 
technologies For adopter firms, the decision to adopt radi- 
cal technologies 1s difficult because of the associated uncer- 
tainties, the possibility that prior investments may be ren- 
dered obsolete, and high switching costs in adopting new 
technologies Yet if a new technology 1s promising, it will 
create attractive market opportunities For seller firms, 
understanding how their potential customers adopt tech- 
nologies can help in formulating marketing strategies 
Studying radical technology adoption 15 also important 
to researchers in marketing The marketing literature on 
organizational adoption of radical technologies 15 sparse 
(Chandrashekaran and Sinha 1995, Gatignon and Robertson 
1989, Robertson and Gatignon 1986) Furthermore, the 
adoption of radical technologies by firms 1s linked to their 
marketing strategies in the area of product design, distribu- 
tion, and pricing (Capon and Glazer 1987) Although 
research on technology-intensive markets (Heide and Weiss 
1995, Weiss and Heide 1993) provides useful insights on 
firms’ strategic behaviors when they buy radical technolo- 
gies, the area remains underresearched For example, con- 
sider e-business, a radical technology that has been trans- 
forming business models and processes, resulting in the 
disruption of old industries and the creation of new ones A 
casual review of the business press suggests that some orga- 
nizations proactively adopt e-business to transform their 
business models and others adopt e-business merely for 
supporting functions, such as communications Research in 
organization theory, information systems, economics, and 
technology management has contributed to the understand- 
ing of organizational adoption of innovations. However, 
most of the research on organizational adoption has involved 
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innovations that have limited 1mpact on the firm's business 
strategy Radical innovations that have been studied in the 
past include production technologies ın shoe manufacturing 
(Dewar and Dutton 1986), software engineering innovation 
(Fichman and Kemerer 1997), packaging innovations in the 
food processing industry (Ettlie, Bridges, and O'Keefe 
1984), and adoption of laptops by sales executives 
(Gatignon and Robertson 1989) Although these innovations 
incorporate new technologies, their impact at the organiza- 
tional level 1s limited. Indeed, some of these adoption deci- 
sions (e g, production processes, sales force automation) 
likely took place at the functional level (e g , manufacturing, 
sales and marketing, respectively) 

We extend theoretical developments ın the resource- 
based view of the firm (Wernerfelt 1984) to investigate why 
some firms proactively adopt radical technologies whereas 
others do not We identify technological opportunism, a 
sense-and-respond capability of firms with respect to new 
technologies, as an important determinant of radical tech- 
nology adoption To assess the incremental contribution of 
technological opportunism in explaining technology adop- 
tion, we also include in our model variables identified in 
prior research—Anstitutional pressures on the firm from the 
environment (DiMaggio and Powell 1991), complementary 
assets that help generate value from new technologies (Trip- 
sas 1998), and the perceived usefulness of the technology 
(Venkatesh and Davis 2000) We develop and test our tech- 
nology adoption model in the context of e-business adoption 
in business-to-business firms, a context in which e-business 
has the potential to radically alter the relative profitability of 
firms’ business models 

We report the results of two studies In Study 1, we use 
field interviews and national surveys of senior executives in 
183 firms to develop the new construct of technological 
opportunism We develop reliable measures of technological 
opportunism and establish its distinctiveness from the 
related constructs of technological orientation (Gatignon 
and Xuereb 1997), organizational innovativeness (Desh- 
pandé, Farley, and Webster 1993), and market orientation 
(Kohli, Jaworski, and Kumar 1993) We find that technolog- 
ical opportunism explains significantly more variance in 
radical technology adoption than do constructs currently 
proposed in the literature The results of Study 1 raise the 
question of why some firms are technologically more oppor- 
tunistic than others In Study 2, we build a model of the 
antecedents of technological opportunism to address the fol- 
lowing research issues (1) What are the organizational fac- 
tors that influence technological opportunism? and (2) To 
what extent does a firm’s environment influence its techno- 
logical opportunism? We test our Study 2 model using data 
from a national survey of senior managers in 200 firms Our 
results suggest that though the firm's technology environ- 
ment influences technological opportunism, firms can 
become more technologically opportunistic by (1) having a 
future focus, (2) having a top management that advocates 
the use of new technologies, and (3) developing an adhoc- 
racy culture within the firm 

The article is organized as follows In the next section, 
we introduce our concept of technological opportunism and 
describe its distinctiveness from existing constructs We 
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then present our conceptual framework, hypotheses, and 
model for technology adoption In subsequent sections, we 
describe the method we use to test our model and present the 
results of our analyses Following that, we present our con- 
ceptual framework, hypotheses, and model for the 
antecedents of technological opportunism and the results of 
a test of that model We conclude by discussing the theoret- 
ical and empirical contributions of our research, summariz- 
ing the limitations of the study and identifying future 
research extensions 


Technological Opportunism 


Importance of Sensing and Responding to New 
Technologies 


A firm’s ability to sense and respond to new technology 
developments ıs critical for several reasons First, techno- 
logical change 1s a principal driver of competition—de- 
stroying monopolies, creating new industries, and rendering 
products and markets obsolete Second, in-house technology 
development, a traditional source of technical know-how for 
firms, 15 increasingly being complemented by additional 
sources both within and outside an industry (Pisano 1990) 
Third, it 1s difficult for firms to predict which of several 
technology options under development will eventually suc- 
ceed commercially, and therefore it may be expedient for 
firms to hedge their positions with alternative new technolo- 
gies (Schilling 1998) 


Defining Technological Opportunism 


Strategy theorists emphasize how firms build competitive 
advantage by developing resources and capabilities (Wern- 
erfelt 1984) Resources include drfficult-to-imitate, firm- 
specific know-how (e g , patents, licenses) or assets (e g, 
plant and equipment, human capital) Capabilities include 
skills exercised through organizational processes (e g , mar- 
ket sensing) that enable firms to use their assets (Day 1994, 
Teece, Pisano, and Shuen 1997) 

Much previous research has focused on a negative form 
of opportunism (e g , opportunistic behavior by trading part- 
ners) ın interorganizational relationships (John 1984, 
Williamson 1975) However, some researchers have 
explored a benign form of opportunism (Hutt, Reingen, and 
Ronchetto 1988, Isenberg 1987), wherein managers are 
proactive in responding to new opportunities in a way that 
does not violate principles of fairness Our notion of tech- 
nological opportunism 15 of the latter kind We identify two 
components of technological opportunism technology- 
sensing capability and technology-response capability 

Technology-sensing capability 1s an organization's abil- 
ity to acquire knowledge about and understand new technol- 
ogy developments, which may be developed either inter- 
nally or externally An organization that has strong 
technology-sensing capability will regularly scan for infor- 
mation about new technological opportunities and threats 
(Daft and Weick 1984) It will identify, sense, and evaluate 
internally produced innovations and scan for external 1nno- 
vations through meetings with. vendors, debriefings from 
salespeople, and discussions with competitors 


Technology-response capability ıs an organization's will- 
1ngness and ability to respond to the new technologies it senses 
in its environment that may affect the organization Ап organı- 
zation that senses new technologies may not be willing or able 
to respond to these new technologies, because such technolo- 
gies can cannibalize existing products, markets, and organiza- 
tional relationships and result in switching costs (Chandy and 
Tellis 1998) Therefore, technology-response capability also 
includes the firm's ability to reengineer its business strategies 
to exploit the opportunities or stave off the threats posed by 
new technologies A firm may respond to a radical technology 
In several ways, including ignoring the technology, monitoring 
it, forming alliances to exploit the technology, doing limited 
experimentation, and adopting the technology within the firm 

Our conceptualization of technological opportunism as a 
generalized firm-level capability with respect to new technolo- 
gies 1s analogous to the treatment of consumer mnovativeness 
as a generalized underlying disposition, distinct from the adop- 
поп of a specific innovation ın consumer behavior research 
(Midgley and Dowling 1978, Steenkamp, Hofstede, and Wedel 
1999) Just as consumer innovativeness can affect behavior in 
a vanety of contexts (eg, innovation adoption, creativity, 
vaniety-seeking behavior), the technologically opportunistic 
firm can respond in several ways to new technologies 


Technological Opportunism and Related 
Constructs 


Technological opportunism as a firm-level capability 1s con- 
sistent with multiple research perspectives on organizational 
traits (Daft and Weick 1984, Miles and Snow 1978, Teece, 
Pisano, and Shuen 1997) Similar to the prospector firm in 
Miles and Snow’s (1978) typology, a technologically oppor- 
tunistic firm senses and responds proactively to capitalize on 
(or counter) these technology opportunities (or threats) 
Similarly, technologically opportunistic firms are in ап 
enactment mode (Daft and Weick 1984) with respect to new 
technologies, exploring several new technologies that could 
be potential threats or opportunities for them Technological 
opportunism 15 also consistent with the growing stream of 
research in marketing on firm-level traits including market- 
ing capabilities (Day 1994), culture (Deshpandé, Farley, and 
Webster 1993, Moorman 1995), market orientation 
(Jaworski and Kohli 1993), and willingness to cannibalize 
(Chandy and Tellis 1998) 

Technological opportunism differs from other, related 
concepts important to innovation management, including 
organizational innovativeness (Deshpandé, Farley, and Web- 
ster 1993) and technological orientation (Gatignon and 
Xuereb 1997) Organizational innovativeness 15 the degree 
to which a firm deviates from existing practices 1n creating 
new products and/or processes (Deshpandé, Farley, and 
Webster 1993) We also note an alternative conceptualiza- 
tion of innovativeness (e g, Rogers 1995) as a dependent 
variable of innovation adoption Here, we consider organı- 
zational innovativeness more broadly as a capability and not 
In rts. more restricted definition as innovation. adoption 
Gatignon and Xuereb (1997, p 78) define technological ori- 
entation as "the ability and the will to acquire a substantial 
technological background and use it in the development of 
new products " 


Technological opportunism ts distinct from both organi- 
zational innovativeness and technological orientation ın an 
important way As conceptualized and measured, both orga- 
nizational innovativeness and technological orientation refer 
to the capability of the organization to develop new tech- 
nologies, products, and processes In contrast, technological 
opportunism 15 the capability of the organization to sense 
and respond to new technologies, regardless of whether 


' those technologies are developed externally or internally or 


are used in developing new products If an organization has 
the foresight and the will to invest in an in-house research 
facility to develop a radically new production process, the 
organization 1s both innovative and technologically oriented 
but not necessarily technologically opportunistic For exam- 
ple, Xerox Corporation's Palo Alto Research Center pro- 
duced various revolutionary technologies in the 1970s, 
including the laser printer, the mouse, and graphical user 
interface Xerox was both innovative and technologically 
oriented, but ıt was not technologically opportunistic 
because it did not sense and respond to its own technologies 
Indeed, other (technologically opportunistic) companies 
including Hewlett-Packard (laser printer) and Apple (graph- 
ical user interface) commercialized these new technologies 
In contrast, when IBM approached Microsoft in 1980 for an 
operating system for IBM’s forthcoming personal computer, 
Microsoft was aware of another software QDOS (Quick and 
Dirty Operating System) developed by Seattle Computer 
Products that might work for this purpose, bought the rights 
to ıt, and developed MS-DOS based on QDOS Microsoft 
was technologically opportunistic, innovative, and techno- 
logically oriented Thus, technological opportunism pertains 
to a sense-and-respond capability of the organization with 
respect to new technologies (whether developed internally 
or externally), whereas organizational innovativeness and 
technological orientation pertain to the creation of new tech- 
nologies, products, and processes within the organization 
As a sense-and-respond capability, technological oppor- 
tunism 15 conceptually similar to market orientation 
Jaworski and Kohl: (1993) define market orientation as 
organization-wide gathering of market intelligence pertain- 
ing to customer needs, dissemination of intelligence among 
departments, and organization-wide responsiveness to it 
Market orientation researchers have focused on the sense- 
and-response capabilities with respect to a firm's market 
environment of customers and competitors. Technological 
opportunism differs from market orientation in two ways 
First, new technologies can arise from many other sources 
outside the market environment (e g , suppliers, universities, 
other industries) Thus, the substantive sensing domain of 
technological opportunism is distinct from that of market 
orientation. Indeed, research suggests that some market- 
oriented firms are unable to adopt new technologies because 
their current customers do not find them useful (Christensen 
1997) Second, market responsiveness 1s a strategic impera- 
tive with tangible rewards, whereas responsiveness to new 
technologies 1s risky because it may not be clear a priori 
whether the new technology will benefit the organization 
Thus, market responsiveness need not imply technology 
responsiveness We provide empirical support for the dis- 
tinctiveness of these constructs subsequently We next 
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develop a model that relates technological opportunism to 
radical technology adoption 


Technology Adoption: Conceptual 
Framework and Hypotheses 


Several strategy researchers (Bourgeois 1984, Child 1972) 
have proposed that organizations proactively manipulate 
their environments to achieve their objectives. Consistent 
with this line of reasoning, we suggest that firms that are 
technologically opportunistic proactively seek and adopt 
new technologies We incorporate this basic idea in a model 
to explain radical technology adoption that includes techno- 
logical opportunism, institutional pressures on the firm to 
adopt the technology, and complementary assets that help 
the firm generate value from new technologies In addition, 
consistent with prior research, we include perceived useful- 
ness of the technology as an explanatory variable 
(Venkatesh and Davis 2000) Previous researchers have used 
multiple definitions of technology adoption, including time 
to adopt, the dichotomous measure of adopt/not adopt, and 
the extent of technology adoption When the technology 15 
amorphous and variations in the form of adoption are high, 
as 1s the case 1n e-business, it 1s appropriate to assess the 
extent of technology adoption Therefore, we measure the 
extent to which firms adopt the radical technology (in this 
case, e-business) 


Technological Opportunism 


Firms that are aware of changes 1n their environment are 
likely to create pressures for change We expect technologi- 
cally opportunistic firms to be aware of technology develop- 
ments and be more likely to invest resources 1n adopting 
new technologies Strategy research suggests that when an 
organization's decision makers perceive a strategic issue as 
an opportunity (compared with when they perceive it as a 
threat), they consider that situation to be positive and per- 
ceive greater control over the outcomes (Dutton and Duncan 
1987) In such cases, managers are likely to take proactive 
measures Technologically opportunistic firms will perceive 
technology developments as potential sources of growth for 
the firm and will respond proactively to adopt radical tech- 
nologies Therefore, 


H, The greater a firm's technological opportunism, the greater 
15 1ts extent of technology adoption 


Institutional Pressures 


Organizational sociologists have long argued that firms 
adopt technologies because of institutional pressures from 
constituencies 1n their environments We consider two com- 
ponents of institutional pressures stakeholder pressures and 
competitive pressures Stakeholder pressures are forces on 
the firm from its customers, trading partners, investors, 
bankers, suppliers, general public, media, and employees to 
adopt a technology Some resource-dependency theorists 
(Pfeffer and Salancik 1978) have argued that managers lack 
the power to do anything beyond allocating resources to 
developments and actions that customers require Меошви- 
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tutional theorists have proposed that an organization will 
conform to the social expectations of its stakeholders, 
because such conformuty gives it access to the scarce 
resources it needs to survive and succeed (DiMaggio and 
Powell 1991) Competitive pressures force a firm to adopt a 
technology or risk losing competitive advantage (Abraham- 
son and Rosenkopf 1993) When these arguments are 
applied to e-business technologies, an organization's early 
and extensive adoption signals its technological astuteness 
and gives it social legitimacy with its stakeholders In addı- 
tion, fear of being left behind competitors also results in 
technology adoption Therefore, 


Н, The greater the institutional pressures on a firm to adopt 
the technology, the greater 1s 1ts extent of technology 
adoption 


Complementary Assets 


Complementary assets help the firm derive value from new 
technologies Prior research indicates that complementary 
assets positively affect the technology adoption process 
(Rogers 1995, Tripsas 1998) Personal computers initially 
diffused more rapidly among consumers and firms that had 
prior experience with mainframes or minicomputers than 
among those that did not Tripsas (1998) finds that special- 
ized complementary assets buffer incumbents from the 
effects of destruction by invading radical technologies The 
costs of learning new technologies will be affected by the 
extent to which the new technology 1s related to the pre- 
existing knowledge base or its absorptive capacity (Cohen 
and Levinthal 1990) Therefore, 


H4 The greater a firm's ownership of assets complementary to 
a radical technology, the greater 15 its extent of technology 
adoption 


Method: Technology Adoption 
Model (Study 1) 


Field Interviews, Sample, and Procedure 


We conducted field interviews with 18 senior managers 11 
15 organizations to obtain initial insights into the technol- 
ogy adoption process We then acquired a mailing list of 
business-to-business firms from Corptech for the formal sur- 
veys To improve the generalizability of our findings, we 
surveyed a cross-industry sample of executives in firms cov- 
ering six industry groups computer hardware, computer 
software, chemicals, heavy manufacturing, light manufac- 
turing, and telecommunications Of the 630 surveys we 
mailed out, 22 surveys were returned because of incorrect 
addresses, and 10 managers returned the surveys because 
they were not qualified to respond We received 183 com- 
pleted surveys (of 598 surveys remaining), which yielded an 
effective response rate of 306% Table 1 contains the 
descriptive statistics of the sample and indicates that our 
sample represents a broad range of firms in terms of size and 
industries We used a senior marketing executive as the key 
informant because our field interviews indicated that mar- 
keting executives were frequently responsible for e-business 
adoption decisions in business-to-business firms Most 


TABLE 1 
Profile of Firms in Sample 





Number of Number of 
Respondents Respondents 
Size (% of Sample) (?6 of Sample) 
Study Study 1 (n = 183) Study 2 (n = 200) 


Industry Groups 
Computer hardware 
Computer software 
Chemicals 
Heavy manufacturing 
Light manufacturing 
Telecommunications 

Total 


Sales Turnover 
«$100 million 
$101 million—$499 million 
$500 million-$999 million 
$1 billion-$4 99 billion 
»$5 billion 

Total 


Number of Employees 
«500 
500-999 
1000—4999 
5000–10,000 
>10,000 

Тога! 


40 


10 
183 


183 


15 
183 


(219) 32 (160) 
(120) 14 (70) 
(219) 22 (110) 
(180) 88 (440) 
(208) 16 (80) 
(5 5) 28 (140) 
(100) 200 (100) 
(38 3) 87 (435) 
(36 6) 72 (360) 
(97) 14 (70) 
(77) 17 (85) 
(7 7) 10 (50) 
(100) 200 (100) 
(30 1) 8 (40) 
(23 0) 70 (350) 
(29 5) 59 (295) 
(9 3) 43 (215) 
(8 1 20 (100) 
(100) 200 (100) 





(70%) of the managers ın our sample were at the level of 
director and above, which suggests that they were knowl- 
edgeable about their firms’ capabilities and actions 


Measure Development 


We measured all constructs at the level of the strategic busi- 
ness unit (SBU) Because scales for the key constructs in our 
research were not available, we developed them when nec- 
essary, using an appropriate refinement procedure 
(Churchill 1979) Table 2 contains the measures used in the 
study 

E-business adoption ranges from simply using e-mail to 
communicate within the organization to developing entirely 
new business models To account for this range of adoption 
behavior, we defined technology adoption as the breadth and 
depth of e-business usage in a firm's business processes and 
measured it using a four-item interval scale (TECADOPT) 
Because of the centrality of technology adoption to our 
research, we also measured the scope of a firm's e-business 
adoption using specific applications (the eADOPT scale in 
Table 2) The two dependent variable measures, 
TECADOPT and eADOPT, correlate well (r= 68, p< 01) 
We use TECADOPT as the dependent variable for our 
analysis 

We measured technological opportunism (TECHOPP) 
using an eight-item scale Consistent with the 1dea that capa- 
bility includes organizational processes (Day 1994), we 
measured technological opportunism on the basis of behav- 
10гѕ related to organization-wide sense-and-respond capabil- 


ities with respect to new technologies Four of the eight 
items pertain to technology-sensing capability and four to 
technology-response capability For institutional pressures 
(INPRES), we developed an eight-1tem scale specific to e- 
business We provided a detailed definition of the term 
“stakeholders” for our respondents Six items pertain to 
stakeholder pressures and two items to competitive pres- 
sures Our field interviews indicated that for e-business 
adoption, the firm's information technology (IT) capability 
was the most important complementary asset Therefore, for 
complementary assets (CASSETS), we used a three-item 
scale to measure the existing IT of the firm For perceived 
usefulness, we used a five-item scale For organizational 
1nnovativeness, we modified Deshpandé, Farley, and Web- 
ster's (1993) scale to include timeliness in the development 
of new products, processes, and markets and modified the 
response mode to a Likert scale to be consistent with the 
measurement of the other constructs 


Validity of Measures 


We constructed equally weighted additive measures for all 
constructs and took several precautions to ensure their valid- 
ity We asked informants to report their confidence levels 
about the information provided (Kumar, Stern, and Ander- 
son 1993) The final sample showed mean scores (on a scale 
of 1 to 7) of 5 99 (standard deviation [S D ] = 95) and 5 27 
(SD = 114) for confidence levels about the accuracy of 
information on firms’ characteristics and e-business adop- 
tion, respectively We obtained information on an appropri- 
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TABLE 2 
Items of Multi-item Scales 


MM — — €  ———— M M— — 


Measure Items 





Technology adoptiona 1 We have implemented e-business in all our business processes 
(TECADOPT) (а = 77) 2 E-business has had a very limited impact on our business operations. (R) 
3 Relative to the potential of e-business for our business, our e-business implementation 
IS extensive 
4 E-business has substantially changed our business processes 
Technology adoptionb 1 External communications We use e-business as a tool to communicate with our 
(eADOPT, an trading partners and stakeholders (Trading partners include customers, suppliers, and 
alternative measure) such third parties as banks and distributors, stakeholders include shareholders, 


financial analysts, employees, media, and general public ) Typical applications 
corporate communications, statutory reports, marketing communications, recruiting 

2 Transaction-based support We use e-business with transaction capabilities to support 
our firm's traditional commercial activities but not to conduct commercial transactions 
electronically. Typical applications presales support, product catalogs, pricing 
information, order status tracking and returns, and so forth Similar applications would 
exist for other trading partners, such as suppliers and bankers 

3 Fully e-commerce enabled: We use e-business to conduct commercial transactions 
Typical applications. presales support, product catalogs, pricing information, order 
status tracking, returns, and electronic ordering and payment systems 


Technological opportunism Technology-sensing capability (TS) (a = 77) 
(TECHOPP) (а = 89) 1 We are often one of the first in our industry to detect technological developments that 
may potentially affect our business 
2 We actively seek intelligence on technological changes in the environment that are 
likely to affect our business 
3 We are often slow to detect changes in technologies that might affect our business (А) 
4 We periodically review the likely effect of changes in technology on our business 


Technology-response capability (TR) (a = 83) 

5 We generally respond very quickly to technological changes in the environment 

6 This business unit lags behind the industry in responding to new technologies (R) 

7 For one reason or another, we are slow to respond to new technologies (R) 

8 We tend to resist new technologies that cause our current investments to lose value (R) 


Institutional pressures 1 Satisfying the needs of our major customers was an important factor in implementing 
(INPRES) (а = 88) our e-business initiative 

Some of our major customers demanded that we implemented e-business in our 

relationships with them 

Our relationships with our major customers would have suffered if we had not 

implemented e-business initiatives 

Our customers’ needs did not influence the design of our e-business initiative (R) 

Having a state-of-the art e-business confers status for our business unit with our 

stakeholders 

Our stakeholders would have perceived our business unit as being technologically 

backward if we had not implemented e-business 


ль о N 


о 


7 If we had not undertaken e-business, we might have lost our edge over competitors 
8 Being ahead of our competitors' e-business capabilities is a key factor in our 
e-business initiative 
Complementary assets 1 Our business unit lags behind industry in the implementation of information technology 
(CASSETS) (а = 86) (IT) systems (R) 


2 Our business unit uses state-of-the-art IT systems 
3 Relative to major competitors, our IT implementation is very advanced 


Perceived usefulness We implemented e-business to 
(USE) (a = 85) ¢Streamline business processes 
«Reduce costs 
«improve service quality to our customers 
*Open new distribution 
Develop new markets 
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ТАВТЕ 2 
Continued 





Measure 


Organizational 
innovativeness (adapted 
from Deshpandé, Farley, 


Items 


Compared to others in our industry, our firm tends to be 
1 First to market with innovative new products and services 
2 First to develop a new process technology 

and Webster 1993) 3 First to recognize and develop new markets 
4 


(а = 91) At the leading edge of technological innovation 
Future focus (FUTURE) 1 This firm's planning activities are more oriented toward the future than the present 
(а = 79) 2 This firm's future plans are based more on past performance rather than on future 
potential (R) 
3 Our firm plans actively for the future instead of resting on past successes 
Top management's advocacy 1 Top managers keep telling managers that this firm must gear up now to meet changing 


of new technologies 
(TOPADV) (о = 87) 


technology trends 


technology 


Top managers make an effort to convince managers of the benefits of a new 


2 
3 Top managers encourage employees to develop and implement new technologies 
4 


Top managers in this firm are frequently the most ardent champions of new 


technologies 


aWe provided the following definition of e-business at the beginning of the survey “For the purpose of this research, we define e-business as 
the use of Internet-based systems to share business information, maintain business relationships, and/or conduct business transactions " 


>This 15 a formative measure, and therefore we do not report its reliability 


Notes The unit of analysis was the SBU А! items were scored using a seven-point scale, where 1 corresponds to "strongly disagree" and 7 to 
"strongly agree " (А) indicates an Item that is reverse-coded АП scales are new except the organizational innovativeness scale, which 


was adapted from Deshpandé, Farley, and Webster (1993) 


ate second informant (the information technology manager) 
from our mailing list for 130 of the 183 firms 1n our sample 
We received 28 responses, too small a sample for a formal 
multitrait, multimethod assessment However, t-tests of the 
difference 1n means of the key variables between the two 
informants’ reports indicated that these means were not sta- 
tistically different (K = key informant and S = second infor- 
mant) technological opportunism (K = 35 62, 5 = 35 29, not 
significant [n s ]), institutional pressures (К = 36 13, S = 
35 68, ns), perceived usefulness (K = 2240, S = 21 86, 
n s ), complementary assets (К = 12 62, S = 13 86, n s ), and 
technology adoption (К = 13 76, S = 12 86, ns) To assess 
the threat from nonresponse bias, we performed a test using 
the extrapolation procedure suggested by Armstrong and 
Overton (1977) and found no significant difference between 
early and late respondents on the key variables We esti- 
mated the reliability of each scale by computing its Cron- 
bach’s alpha The reliabilities range from 77 to 91, which 
exceed the 70 recommended for exploratory research (Nun- 
nally 1978) Table 3 provides descriptive statistics, the pair- 
wise correlations, and the reliabilities of the multi-item 
scales 


Results: Technology Adoption 
(Study 1) 


Distinctiveness of Technological Opportunism 


In our first round of data collection from 183 firms, we 
collected measures only of the most closely related con- 
struct of organizational innovativeness To establish the dis- 
criminant validity of technological opportunism from other 
related constructs, we subsequently mailed a survey con- 


taining organizational innovativeness, technological orienta- 
tion, and market orientation measures to 400 firms That 
sample included 190 firms from the sample described previ- 
ously and 210 firms from a second sample of firms used in 
the second study We received completed surveys from 130 
of these 400 firms, which we use to establish the discrimi- 
nant validity of technological opportunism from the related 
constructs 

Cronbach’s alpha (0) for the technological opportunism 
scale is good (0 = 89) The descriptive statistics indicate 
that the firms in our sample rated themselves as rather tech- 
nologically opportunistic, with a mean score of 34 93 and a 
standard deviation of 9 49 (n — 130) The scale exhibited 
good variance and ranged from 12 to 54 (of a possible range 
of 8 to 56) We performed a confirmatory factor analysis to 
check for the distinctiveness of technological opportunism 
from organizational innovativeness, technological orienta- 
tion, and market orientation. All factor loadings are large 
and significant (p < 01), indicating that the items display 
good measurement properties Our model yields nonnormed 
fit index (NNFT) = 84, comparative fit index (CFT) = 85, 
root mean square error of approximation (RMSEA) = 07, 
and standardized root mean square residual (SRMR) = 08 
Although the NNFI and the CFI indices are below the desir- 
able level of 90, RMSEA and SRMR are less than 10, indi- 
cating a reasonable fit of data to the model The complexity 
of the model (20 items 1n the market orientation scale load 
onto one factor) may be lowering the fit indices Our indices 
compare well with those obtained by Kohli, Jaworski, and 
Kumar (1993) 

Next, we examined the convergent and discriminant 
validity of technological opportunism (Fornell and Larcker 
1981) The composite reliability (CR) and average variance 
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TABLE 3 


Correlation Matrix of Constructs in the Technology Adoption Model (n = 183) 
a ee eS 5С 


Range 
1 Technological opportunism (TECHOPP) 8-56 
2 Institutional pressures (INPRES) 8-56 
3 Perceived usefulness of technology (USE) 5-35 
4 Complementary assets (CASSETS) 3-21 
5 Technology adoption (TECADOPT) 4—28 
6 Organizational innovativeness (Ol) 4-28 


Means (S.D.) 1 2 3 4 5 6 


3562 (962) 89 
36 13 (1034) 19" 388 

2240 (703) 27 63 85 

1262 (420) 52 19* 16 86 

1376 (494) 39 44 44 31 77 

1780 (539) 55 17 26 41 28 91 


Notes Reliabilities of measures are on the diagonal in italics All correlations are significant at p < 001, except that * indicates correlation stg- 


nificant at p < 05 


extracted (AVE) are as follows technological opportunism 
CR = 91, AVE = 56, organizational innovativeness CR = 
93, AVE = 76, technological orientation CR = 93, AVE = 
59, market orientation CR = 92, AVE = 56 Overall, the 
results indicate that the four constructs demonstrate satis- 
factory levels of 1nternal consistency and convergent valid- 
ity Regarding discriminant validity, the 95% confidence 
intervals of the correlation between the constructs are well 
below 1 00 (p < 05) The AVEs of technological oppor- 
tunism ( 56), organizational innovativeness ( 76), technolog- 
ical orientation (59), and market orientation ( 56) exceed 
the squared correlations between them Therefore, techno- 
logical opportunism 15 empirically distinct from innovative- 
ness, technological orientation, and market orientation 


Model Fit and Hypothesis Tests 


We tested our hypotheses using regression analysis In addi- 
tion to variables corresponding to hypotheses H;—H3, we 
included the perceived usefulness of the technology to the 
firm (Venkatesh and Davis 2000), firm size (measured by 
the number of employees), and industry variables as con- 
trols 1n the adoption model Before testing our hypotheses, 
we established the discriminant validity of the constructs in 
our technology adoption model by examining the distinc- 
tiveness of technological opportunism, perceived useful- 
ness, complementary assets, and technology adoption All 
factor loadings are positive and significant The model fit is 
as follows NNFI = 89, CFI = 91, RMSEA = 08, and 
SRMR = 06 The CR and AVE are as follows technologi- 
cal opportunism CR = 89, AVE = 51, perceived useful- 
ness CR = 85, AVE = 53, IT CR = 86, AVE = 67, tech- 
nology adoption CR = 77, AVE = 47 Therefore, except for 
technology adoption, for which AVE ( 47) is less than the 
recommended 50, the other conditions for convergent and 
discriminant validity are satisfied 

Table 4 summarizes the standardized estimates of the 
technology adoption model The model for technology 
adoption has а good fit, with R? = 37 (Ез, 169) = 7 55, p < 
01) Size and industry dummy variables have no main or 
moderating effects on the relationship between technologi- 
cal opportunism and technology adoption, which indicates 
that our results may be generalized to firms of different sizes 
and in different industries In support of Hj, H5, and H3, 
respectively, technological opportunism (b = 24, p< 01), 
institutional pressures (b — 29, p « 01), and complementary 
assets (b = 10, p « 10) are positively related to technology 
adoption Consistent with prior research, we also find that 


54 / Journal of Marketing, July 2002 


TABLE 4 
Model for Technology Adoption, Showing the 
Effects of Technological Opportunism on Radical 
Technology Adoption (Study 1) 


Standardized 
Parameter 
Estimates 
Variables (Standard Error) 
Technological opportunism 
(TECHOPP) (H4) 24 ( 08)*** 
Institutional pressures (INPRES) (H2) 29 ( 08)*** 
Complementary assets (CASSETS) (На) 10(08)* 
Perceived usefulness (USE) 19 ( 09)** 
Size1 (500-999 employees)a — 08 ( 08) 
Size2 (1000—4999 employees) 00 ( 00) 
Size3 (5000—10,000 employees) – 06 ( 07) 
Size4 (210,000 employees) — 08 (08) 
Industry dummy 1 (computer software)> – 02 (02) 
Industry dummy 2 (chemicals) —12(08)* 
Industry dummy 3 (heavy manufacturing) 10 (08) 
Industry dummy 4 (light manufacturing) – 01 (08) 
Industry dummy 5 (telecommunications) 05 ( 06) 
*p< 10 
“p< 05 
"p< 01 


aSize dummies have been coded so that «500 employees serves as 
the base relative to which the effects of the other dummies are 
measured 

bindustry dummies have been coded so that the computer hardware 
industry serves as the base relative to which the effects of the other 
dummies are measured 

Notes R2 = 37 (Fas, 169) = 7 55, p< 01) 


perceived usefulness positively influences technology adop- 
поп (b = 19, p « 05) 


Model Comparisons and Implications 


We next assessed how well technological opportunism, 
compared with existing constructs, explains radical technol- 
ogy adoption From the data we used to examine the dis- 
criminant validity of technological opportunism (n = 130), 
we find that technological opportunism 15 correlated with 
organizational innovativeness (52, p « 01) but not with 
technological orientation (— 10, n s ) and market orientation 
(05, ns) Therefore, we examine the explanatory power of 
technological opportunism, after accounting for organiza- 
tional innovativeness's role ın radical technology adoption 
We compared the model of technology adoption, which 


1ncluded technological opportunism, organizational innova- 
tiveness, and institutional pressures, with а model that 
excluded technological opportunism When both technolog- 
ical opportunism and organizational innovativeness are 
included, we find that technological opportunism has a sig- 
nificant, positive effect on adoption (b = 31, p « 01), but 
organizational innovativeness has no effect on adoption (b = 
– 01,15) In addition, we find that the R2 for a model that 
includes both technological opportunism and organizational 
innovativeness 15 37 (F(14 16) = 6 97, p < 001), whereas the 
R? for a model that includes organizational innovativeness 
(b= 12, p< 10) but excludes technological opportunism 15 
34 (Ез, 169) = 6 73, p < 001) The F-test of the difference 
in R2 between the two models 15 significant (Еп, 169) = 8 00, 
p < 01), indicating that technological opportunism provides 
a significant incremental explanation of technology adop- 
tion over a model that includes institutional pressures and 
organizational innovativeness 

Our results suggest that the extent of radical technology 
adoption is influenced by a firm's technological oppor- 
tunism The next question 15 why some firms аге technolog- 
ically opportunistic and others are not In Study 2, we 
explore the following two questions (1) What are the orga- 
nizational drivers of technological opportunism? and (2) To 
what extent does a firm’s environment influence its techno- 
logical opportunism? 


The Antecedents of Technological 
Opportunism (Study 2) 


Because technological opportunism 1s a new construct, we 
used a discovery-oriented approach (Deshpandé 1983) to 
identify the factors influencing technological opportunism 
Our field interviews with 15 managers ın six industries indi- 
cated that (1) firms in technologically turbulent environ- 
ments (eg, telecommunications) were more technologi- 
cally opportunistic than firms in less turbulent environments 
(e g , chemicals) and (2) firms within the same industry dif- 
fered substantially in their technological opportunism 
These findings suggest that the technological opportunism 
capability 1s influenced by both organizational and environ- 
mental factors On the basis of these field interviews, we 
develop a conceptual model with three organizational fac- 
tors that influence technological opportunism (1) the firm’s 
future focus, (2) top management’s advocacy of new tech- 
nologies, and (3) organizational culture, we also include one 
environmental factor technological turbulence 


Future Focus 


Firms differ in the extent to which they focus on developing 
capabilities for their future relative to their past and current 
capabilities Hamel and Prahalad (1994) stress the impor- 
tance of "unlearning the past" and "learning to forget" in 
developing strategies for competing in today's business 
environments Dominant firms in the disk drive, copier, tire, 
minicomputer, and mainframe computer markets stayed too 
close to existing customers (thereby lacking future focus) 
and consequently lost their market positions to new, emerg- 
ing technologies (Christensen 1997) Similarly, Chandy and 


Tellis (1998) find that radically innovative firms pay closer 
attention to future markets than to current markets Our field 
interviews suggested that technologically opportunistic 
firms focus more on developing capabilities for managing 
their future than the present We term this orientation future 
focus and define it as the extent to which a firm emphasizes 
из future opportunities and capabilities relative to its current 
capabilities Future-focused firms review their current tech- 
nology options and actively monitor new technologies to 
assess how these technologies may advance or hinder the 
achievement of their objectives In addition, because of their 
focus on the firm's future rather than on the past or the pre- 
sent, these firms are also willing to cannibalize existing 
investments 1n responding to new technologies Therefore, 


H4 The greater the firm's future focus, the greater 1s its tech- 
nological opportunism 


Top Management's Advocacy of New 
Technologies 


The critical role of top management in championing the 
development of firm-level capabilities 1s reflected in diverse 
branches of literature Top management advocacy 1s impor- 
tant in mobilizing the resources for internal corporate ven- 
turing (Burgelman 1983) and new product development 
(Howell and Higgins 1990) Top management emphasis on 
market orientation plays an important role in fostering mar- 
ket orientation throughout the organization (Jaworski and 
Kohli 1993) Consistent with the literature, our field inter- 
views indicated that senior management support was an 
important factor in fostering technological opportunism We 
define top management’s advocacy of new technologies as 
the efforts of the top management team to emphasize the 
Importance of organizational responsiveness to new tech- 
nologies Top management’s role is important because new 
technologies may entail destruction of existing assets for 
which management’s approval will be required If top man- 
agers advocate new technologies, middle and junior man- 
agers will devote the resources necessary for sensing and 
responding to new technologies Therefore, 


Hs The greater a firm’s top management’s advocacy of new 
technologies, the greater 1s its technological opportunism 


Organizational Culture 


Organizational culture 15 the pattern of shared values and 
beliefs that help individuals understand organizational func- 
tioning and provide norms for behavior in the organization 
(Deshpandé, Farley, and Webster 1993, Moorman 1995) 
Consistent with this perspective, our field interviews indi- 
cated that technologically opportunistic firms differed sys- 
tematically in organizational culture from firms that were 
less technologically opportunistic We use the typology of 
organizational culture based on the competing values model 
(Deshpandé, Farley, and Webster 1993)—which proposes 
four types of organizational cultures adhocracy, market, 
hierarchy, and clan—to develop hypotheses of the effects of 
organizational culture on technological opportunism (Moor- 
man 1995) 
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Adhocracy culture values flexibility and. emphasizes 
entrepreneurship, creativity, and adaptability Moorman 
(1995) notes that entrepreneurial cultures, such as adhoc- 
racy, thrive on information acquisition and that such firms 
are likely to be informed about new technology develop- 
ments Furthermore, because adhocracy cultures foster risk 
taking, managers 1n these firms are willing to experiment 
with new technologies Therefore, we hypothesize that 
adhocracy culture will be positively related to technological 
opportunism 

Market culture emphasizes customer focus, goal 
achievement, productivity, and efficiency Firms with mar- 
ket culture are focused on acquiring market information to 
improve their performance (Moorman 1995) Given the 
focus of market culture on efficiency, we expect a reduced 
focus on exploring new technology opportunities Further- 
more, the emphasis on efficiency in market culture may 
result in an aversion to experimenting with new technolo- 
gies Therefore, we hypothesize that market culture will be 
negatively related to technological opportunism 

Hierarchy culture emphasizes order, efficiency, stability, 
and control, reflecting internally oriented and formalized 
values Hierarchy cultures do not support transmission of 
market information (Jaworski and Kohli 1993) Therefore, 
firms with hierarchy culture may not generate and share 
information about new technologies Furthermore, the rigid- 
ity of the hierarchy culture may hinder responsiveness to 
emerging technologies We hypothesize that hierarchy cul- 
ture will be negatively related to technological opportunism 

Clan culture stresses participation, teamwork, and cohe- 
siveness The emphasis 1s on the development of shared 
organizational understanding through participative 
processes Clan culture 15 positively related to market infor- 
mation transmission (Moorman 1995) Thus, firms with clan 
culture are likely to share information about emerging tech- 
nologies However, the consensual nature of clan culture 
may inhibit rapid adaptation In summary, we hypothesize a 
positive relationship between clan culture and technological 
opportunism Therefore, 


Hg The greater the adhocracy culture of a firm, the higher 15 
its technological opportunism 

Н; The greater the market culture of a firm, the lower 1s 115 
technological opportunism 

Hg The greater the hierarchy culture of a firm, the lower 1s 115 
technological opportunism 

Но The greater the clan culture of a firm, the higher 15 its tech- 
nological opportunism 


Technological Turbulence 


Organizational learning depends on the setting in which the 
organization operates In technologically turbulent environ- 
ments, the value and impact of prior stored learning deterio- 
rates with environmental change As Weiss and Heide (1993, 
p 221) note, “a rapid pace of technological change creates 
uncertainty that can be competency destroying” Rapidly 
changing technological environments will require constant 
surveillance of markets and technologies and create a need 
to experiment with new technologies Firms in such envi- 
ronments will, over time, gain experience in sensing and 
responding to emerging technologies Therefore, 
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Hip The greater the technological turbulence in the firm's 
environment, the higher 15 its technological opportunism 


Method: A Model of the Antecedents 
of Technological Opportunism 
(Study 2) 

Procedure 

Using the mailing list described previously, we collected data 
from a survey of senior managers using a cross-industry sam- 
ple of firms covering the same six 1ndustry groups as in the 
first study We mailed 798 surveys and received 200 completed 
surveys, which yielded an effective response rate of 25 196 


Instrument Development and Refinement 


We used previously published scales to measure our con- 
structs when possible, and when scales were not available, 
we developed new ones (Table 2) For technological oppor- 
tunism, we used the same eight-item scale that we devel- 
oped for the first study For future focus, we used a three- 
item scale adapted from Chandy and Tellis (1998) For top 
management’s advocacy of new technologies, we used a 
new four-item scale We measured the four types of organi- 
zational culture using the scales developed by Moorman 
(1995) For technological turbulence, we used the five-item 
scale for pace of technological change developed by 
Jaworski and Kohli (1993) We measured all constructs at 
the level of the SBU 


Validity of Measures 


We use key informants as our data source The person respon- 
sible for technology management may have been the ideal key 
informant, but only 5% of the firms in our sample frame had 
senior-level titles that indicated responsibility for technology 
management Therefore, we used senior marketing executives 
as key informants Our field interviews indicated that senior 
marketing executives in the selected industries are closely 
1nvolved in developing the technology strategies of their firms 
We ensured the validity of our key informant reports by includ- 
ing self-reports on the informants’ knowledge of the technol- 
ogy area (Kumar, Stern, and Anderson 1993) The respondents 
1n our sample (n = 200) show mean scores (on a scale of 1 to 
7) of 562, (SD = 1 05), 5 80 (S D = 1 03), апа 5 87 (SD = 
98) for confidence levels about the accuracy of information 
provided about the firm's technology strategies, characteris- 
tics, and the environment, respectively To assess the threat 
from nonresponse bias, we performed a test using the extrapo- 
lation procedure suggested by Armstrong and Overton (1977) 
and found no significant difference between early and late 
respondents on the key variables Table 5 provides descriptive 
statistics, pairwise correlations, and reliabilities of the scales 


Results: Antecedents of 
Technological Opportunism 
(Study 2) 

We first established the discriminant validity of the con- 


structs using confirmatory factor analysis All factor load- 
ings are positive and significant The model fit was as fol- 


TABLE 5 
Correlation Matrix of Constructs in the Model of Factors Influencing Technological Opportunism (n = 200) 


Range Means (S.D.) 
1 Technological 8-56 34 93 
opportunism (9 49) 
(TECHOPP) 
2 Future focus 3-21 13 24 
(FUTURE) (3 78) 
3 Top management 4-28 18 16 
advocacy of new (4 93) 
technologies 
(TOPADV) 
4 Adhocracy culture 4-28 16 38 
(AD (5 29) 
5 Market culture 4-28 18 65 
(MKT) (3 37) 
6 Hierarchy culture 3-21 12 93 
(HY) (331) 
7 Clan culture 4—28 16 78 
(CLAN) (4 95) 
8 Technological 5-35 24 24 
turbulence (TT) (6 58) 


1 


.89 


63 


61 


57 


08 
(ns) 


- 04 
(ns) 


43 


18* 


2 3 4 5 6 7 8 
79 
66 87 
57 62 82 
17* 22 14* 44 
17* 08 – 04 24 61 

(ns) (ns) 
43 42 61 – 02 21 76 

(ns) 
06 18* 15* 0 ~ 02 10 86 
(п5) (ns) (ns) 


Notes Reliabilities of measures are on the diagonal in italics All correlations are significant at p « 01, except that * indicates correlations sig- 


nificant at p « 05 and ns - not significant 


lows NNFI = 86, CFI = 88, RMSEA = 07, and SRMR = 
08 The CR and AVE are as follows technological oppor- 
tunism CR = 90, AVE = 54, future focus СЕ = 79, AVE = 
56, top management's advocacy of new technologies СЕ = 
87, AVE = 67, adhocracy culture CR= 62, AVE = 54, 
market culture CR = 70, AVE = 46, hierarchy culture 
CR = 73, AVE = 52, апа clan culture CR = 76, АУЕ = 47 
Therefore, except for clan and market culture, for which the 
AVE 15 less than the recommended 50, the other conditions 
for convergent and discriminant validity are satisfied We 
first examined a model with only technological turbulence 
Technological turbulence has a significant effect (b — 18, 
p < 01) on technological opportunism However, the low R2 
of 03 for this model suggests that technological turbulence 
alone does not adequately explain technological 
opportunism 

Table 6 presents the standardized estimates for the fac- 
tors that influence technological opportunism The model 
has a good fit, with R? = 54 (Fi, 183) = 13 50, p < 01) In 
support of H4 and Hs, respectively, future focus (b= 36, p < 
01) and top management's advocacy of new technologies 
(b = 25, p « 01) have a positive impact on technological 
opportunism We find partial support for the effects of orga- 
nizational culture on technological opportunism (1) An 
adhocracy culture (Ha) is positively related to technological 
opportunism (b = 15, p < 05), and (2) a hierarchy culture 
(Hg) 15 negatively related to technological opportunism (b = 
— 08, p « 10), but we find no significant effects for the other 
culture forms (H7 and Но) Even though we find no rela- 
tionship between technological turbulence (Но) and tech- 


nological opportunism (b = 05, n s ), three of the five indus- 
try variables have a positive, significant effect When we 
removed the industry control variables from the model, 
technological turbulence has a significant, positive. effect 
(b= 10, p< 05) Thus, technological turbulence influences 
technological орропшизт, and its effect can be detected 
either directly or through industry-specific indicators 


Discussion 


Theoretical Contributions 


We cite four theoretical contributions of this article The first 
contribution 1s the development of the technological oppor- 
tunism construct Although the existence of a sense-and- 
respond technological capability has been alluded to ın prior 
Strategy research (Teece, Pisano, and Shuen 1997), we 
develop the domain of the construct, measure it reliably, and 
demonstrate its distinctiveness from innovativeness In 
doing so, we extend prior research (Deshpandé, Farley, and 
Webster 1993, Gatignon and Xuereb 1997) by showing that 
the organizational capability to sense and respond to new 
technologies is distinct from a firm's capability for creating 
new products The new construct of technological oppor- 
tunism can inform theory development on important strate- 
gic issues Іп technology strategy For example, what are the 
trade-offs in emphasizing internal technology development 
(research and development) versus purchasing or licensing 
externally (Pisano 1990)? Researchers can use technological 
opportunism to examine such issues as resource allocation 
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TABLE 6 
Model of Factors Influencing Technological 
Opportunism (Study 2) 


Standardized 
Parameter 
Estimates 
Variables (Standard Error) 
Future focus (FUTURE) (H4) 36 ( 07)*** 
Top management's advocacy of new 
technologies (TOPADV) (Hs) 25(07)'** 
Adhocracy culture (AD) (Hg) 15 ( 07)“ 
Market culture (MKT) (H7) — 03 (05) 
Hierarchy culture (HY) (Hg) — 08(05)* 
Clan culture (CLAN) (Hg) 08 (07) 
Technological turbulence (TT) (H4o) 05 (07) 
Size1 (500-999 employees)@ — 01 (10) 
Size2 (1000—4999 employees) — 05 (06) 
Size3 (5000-10,000 employees) Ot (10) 
Size4 (210,000 employees) 06 ( 06)* 
Industry dummy 1 (computer software)b 02 ( 06) 
Industry dummy 2 (chemicals) 03 (07) 
Industry dummy 3 (heavy manufacturing) 14 ( 08)“ 
Industry dummy 4 (light manufacturing) 15 (08)“ 
Industry dummy 5 (telecommunications) 20 ( 07)*** 
*p< 10 
“p< 05 
***p « 01 


aSize dummies have been coded so that «500 employees serves as 
the base relative to which the effects of the other dummies are 
measured 

bIndustry dummies have been coded so that the computer hardware 
industry serves as the base relative to which the effects of the other 
dummies are measured 

Notes R2- 54 (Fue, 183) = 13 50, p< 01) 


for internally based capabilities (organizational innovative- 
ness, technological orientation) and externally based capa- 
bilities (technological opportunism) and their effects on new 
product development and performance outcomes for the 
firm 

A second contribution 1s that by testing a model of the 
drivers of radical technology adoption by organizations, we 
extend the marketing literature on buyer behavior 1n high 
technology markets, which has focused primarily on pre- 
adoption strategic behaviors including information search 
(Weiss and Heide 1993) and vendor consideration and 
switching (Heide and Weiss 1995) 

A third contribution 15 our extension of the existing lit- 
erature on organizational adoption of innovations A factor 
not emphasized in that literature 1s the notion that firms 
proactively seek and respond to technologies of their own 
volition, even in the absence of external pressures Our 
results of the role of technological opportunism on e- 
business adoption suggest that such a perspective 15 mis- 
leading An integrated model of technology adoption that 
includes a proactive driver (technological opportunism) and 
a reactive driver (institutional pressures) provides a more 
complete depiction of the adoption process 

Finally, our substantive domain, e-business, 1s a new 
radical technology, which has substantially influenced and, 
1n some industries, even changed marketing practice There- 
fore, e-business merits investigation in its own right Despite 
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its wide-reaching effects on marketing practice, there 1s lim- 
ited academic research in marketing on e-business By using 
e-business as a context for testing our proposed theory, this 
article also contributes to the limited academic literature in 
marketing on this important radical technology 


Managerial Contributions 


Technology 1s no longer just an enabler of business 
processes but 1s increasingly becoming the core of the firm’s 
business strategy Our results on the domain and distinctive- 
ness of technological opportunism indicate that the capabil- 
ities to produce new technologies and sense and respond to 
new technologies are distinct Managers may want to 
emphasize different strategies for managing innovativeness 
compared with sensing and responding to new technologies 
In addition, our results are useful to firms that are seeking to 
develop the technological opportunism capability Specifi- 
cally, we identified two actionable drivers of technological 
opportunism capabilities top management’s advocacy of 
new technologies and its enabling of certain types of orga- 
nizational cultures 

Our insights on the role of technological opportunism ın 
technology adoption are useful to managers 1n technology 
vendor firms for developing segmentation strategies based 
on the technological opportunism capabilities of their cus- 
tomer firms Specifically, we have shown that the extent of 
e-business adoption depends on both technological oppor- 
tunism and institutional pressures (consistent with our 
framework) In addition, e-business vendors can improve 
their success rates by focusing on companies that are tech- 
nologically opportunistic and likely to feel institutional pres- 
sures (e g , other firms in their industry adopting e-business) 


Limitations and Possible Extensions 


Our research has several limitations that qualify our findings 
and present opportunities for further research Because we 
used a cross-sectional method focused on technology adop- 
tion, we do not explore the effect of technological oppor- 
tunism on other strategic behaviors (e g , alliances, technol- 
ogy commercialization) In addition, there may be specific 
conditions that influence the effects of technological oppor- 
tunism on the technology choices made by the firm 

We used a cross-sectional study design to generate 
exploratory insights, which raises possible concerns about 
retrospective justification bias Furthermore, our cross- 
sectional design precluded an investigation of the evolution- 
ary effects of factors (eg, competitive intensity, institu- 
tional pressures) on technological opportunism Further 
research could use a multiple-informant, longitudinal 
methodology that may capture the time-dependent dynamics 
of the adoption process Even though we establish the dis- 
criminant validity of technological opportunism in this 
study, an important area for further research 1s the refine- 
ment of the technological opportunism measure with con- 
sideration of the psychometric properties of the scale 

Because we did not collect data on the antecedents of 
technological opportunism and the technology adoption 
process 1n the same round of data collection, we were unable 
to determine the extent to which technological opportunism 


mediates the effects of из antecedent variables on technol- 
ogy adoption We focused on only a few organizational 
antecedents of technological opportunism in this study, and 
further research could explore the effects of other organiza- 
tional antecedents We also did not examine how technolog- 
ical opportunism affects firm performance Studying the 
effect of technological opportunism on performance in con- 
junction with other factors, such as organizational culture 
and market orientation, promises to be an important area for 


further research Specifically, it may be useful ın investigat- 
ing the complementarity of market orientation and techno- 
logical opportunism on different firm outcomes, including 
new product development and financial performance 

In summary, we believe that both researchers and practi- 
tioners will find the technological opportunism construct 
useful and that much more research remains to be done to 
refine and extend the construct, explore its drivers, and 
quantify tts impact on organizational outcomes 
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When Does Trust Matter? 
Antecedents and Contingent Effects 
of Supervisee Trust on Performance 
in Selling New Products in China and 

the United States 


There is a strong normative bias toward the inherent value of trust among both marketing researchers and ргасћ- 
tioners. Yet there is little empirical evidence of a positive impact of trust on performance Indeed, scholars suggest 
that the sources of trust may provide opportunities for its abuse Following this line of thinking, the authors inves- 
tigate the dual roles of sales controls and supervisor behaviors as antecedents of salespeople's belief in the benev- 
olence of the supervisor (1 e , supervisee trust). The authors then examine these antecedents as moderators of the 
relationship between supervisee trust and sales performance in the context of selling new products Data on field 
salespeople from high-technology firms in China and the United States suggest that factors such as supervisor 
accessibility engender supervisee trust but do not necessarily enhance its impact on sales performance In the Chi- 
nese sample, supervisee trust enhances sales performance when output control is adopted, when the supervisor 
has a higher level of achievement orientation style, and when the salesperson has higher role ambiguity. Further- 
more, the results suggest that the supervisee trust-sales performance relationship is negative when supervisor 
accessibility is high. With the exception of achievement orientation and supervisor accessibility, these effects are 
negative or nonexistent in the U.S sample The authors discuss theoretical and practical implications of the study's 


findings 


foster productive relationships in marketing and other 

contexts In extant research, there 1s a strong norma- 
tive bias toward the inherent value of trust—that is, trust 1s 
good for performance (eg, Anderson and Weitz 1989, 
McAllister 1995, Morgan and Hunt 1994, Wicks, Berman, 
and Jones 1999) Consistent with the scholarly literature, the 
popular press also lauds trust as the hallmark of effective 
organizational relationships and performance and perceives 
the effectiveness of managers as dependent on their ability 
to gain the trust of their subordinates (Culbert and McDo- 
nough 1985) For example, in the sales context, the supervi- 
sor trusts the salesperson to exert maxımum effort and com- 
mitment to achieve organizational goals Reciprocally, the 
salesperson trusts the supervisor to be benevolent—to pro- 


T^ 1$ given the pride of place among the factors that 
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vide support, show fairness and objectivity in work assign- 
ments and performance appraisals, and show consideration 
for the salesperson’s welfare The salesperson's trust in the 
supervisor's benevolence is therefore believed to enhance 
sales performance (see Rich 1997) 

Where 15 the evidence for this strong normative bias 
toward the inherent value of trust in the various contexts? Our 
review of the diverse literature suggests that there is little 
empirical evidence to support the validity of this viewpoint 
Rich (1997) reports a positive relationship between supervisee 
trust and overall job performance rather than sales perfor- 
mance Indeed, Dirks's (1999) recent review of the manage- 
ment literature concludes that there 15 little support for a posi- 
tive relationship between trust and performance Studies of 
trust ın several marketing contexts tell a similar story Smith 
and Barclay (1997) observe that trust among sales teams 15 
only a modest predictor of task performance Dahlstrom and 
Nygaard (1995) show that the effect of interpersonal trust on 
performance in marketing franchises could be positive or neg- 
ative depending on the country sample Crosby, Evans, and 
Cowles (1990) report that customers’ trust in the salesperson 
1s unrelated to sales performance Similarly, Doney and Can- 
non (1997) report that trust in the buyer and trust in the sales- 
person are unrelated to purchase choice Their results suggest 
that trust is only an order qualifier rather than an order winner 
Finally, Aulakh, Kotabe, and Sahay (1996) observe that trust 1s 
unrelated to performance in interfirm marketing relationships 
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Given this state of empirical findings on the trust- 
performance relationship in the various contexts, we argue 
that trust may be in danger of being “oversold” and inap- 
propriately used in practice if its moderating conditions are 
not critically assessed (see Dirks 1999) Trust connotes risk 
and vulnerability, a willingness to open oneself to harm, and 
the likelihood of being taken advantage of (Mayer, Davis, 
and Schoorman 1995, Soule 1998) Thus, trust carries a risk 
of betrayal (Elangovan and Shapiro 1998, Noteboom 1996, 
p 989), may lead to illegal and 1mmoral pursuits (Brenkert 
1998), and may stifle creativity (Wicks, Berman, and Jones 
1999) The risks inherent in trust arise because people's 
integrity and their propensity to cheat vary across relation- 
ships and because there 15 incomplete information about 
other people’s intentions (Mayer, Davis, and Schoorman 
1995) 

Consequently, researchers argue that the conditions that 
are conducive for the emergence of trust may also allow for 
its abuse (Elangovan and Shapiro 1998, Granovetter 1985) 
For example, Shapiro (1987, p 625) asserts that the sources 
of trust “may provide the opportunity and means for its 
abuse” Similarly, Kramer, Brewer, and Hanna (1996, p 
380) observe that “the very properties of identity-based trust 
that contribute to its resilience might sometimes render 1ndi- 
viduals more vulnerable to misplaced trust” The language 
of these authors implies that examining the antecedents of 
trust tells only half the story It must also be determined 
whether the antecedents of trust affect 1ts 1mpact on perfor- 
mance Such a dual role for antecedent factors has been 
observed in the marketing literature on improvisation and 
innovation (Moorman and Miner 1998) To our knowledge, 
no study in the marketing literature has examined the mod- 
erating impact of antecedents of trust on performance 

Trust occurs ın different contexts, such as between indi- 
viduals (e g , employees and management, McAllister 1995, 
Rich 1997, Soule 1998), between firm employees (eg, 
salespeople) and customers (Doney and Cannon 1997), 
within groups (such as sales teams, Smith and Barclay 
1997), between organizations (Aulakh, Kotabe, and Sahay 
1996, Ganesan 1994), and at the societal level (Fukuyama 
1995) In this study, we focus оп the salesperson-supervisor 
dyad in an attempt to contribute to the literature in three 
ways First, with the exception of Rich's (1997) examination 
of supervisor coaching, there 15 almost total silence on 
antecedents of the salesperson's trust in the supervisor's 
benevolence (hereafter supervisee trust) in the marketing lit- 
erature We believe that our understanding of supervisee 
trust will not be complete without a systematic examination 
of other supervisory behaviors (Kohli 1985, 1989) and 
supervisor-initiated control systems (Jaworski 1988) Sec- 
ond, we explore the extent to which the effect of supervisee 
trust on sales performance 1s moderated by these 
antecedents ! The moderating approach not only is consis- 
tent with the literature (e g, Grayson and Ambler 1999, 
Moorman, Zaltman, and Deshpandé 1992) but also responds 


а 


I This line of inquiry and the resulting insights and implications 
became possible because of an anonymous reviewer's suggestion 
that we explore the moderating variables as antecedents of super- 
visee trust 


62 / Journal of Marketing, July 2002 


to recent calls for research of this kind For example, 
Geyskens, Steenkamp, and Kumar (1998, p 245) encourage 
researchers to “explore more complex interactive patterns 
relating to trust” Similarly, Moorman, Deshpandé, and Zalt- 
man (1993, р 94) urge that “how trust operates ın conjunc- 
tion with other relationship factors such as controls war- 
rants greater research attention" Third, we test these 
relationships ın both China and the United States Compared 
with the West, China 1s a low-trust society, and therefore 
trust 1s of the highest importance in organizations 
(Fukuyama 1995, Redding 1993) Yet comparative research 
on trust in these two countries has rarely been conducted in 
marketing scholarship The rest of the article 1s organized as 
follows We first present the theoretical background and 
hypotheses Next, we present the study methods and tests of 
the hypotheses We conclude with a discussion of the results 
and their implications 


Theoretical Background and Model 


Supervisee Trust 


The vast literature on trust provides different definitions for 
the term Some scholars refer to trust as a person’s belief and 
expectation about the likelihood of having a desirable action 
performed by another, as a person’s assessment of another’s 
goodwill and reliability (е 2 , Mayer, Davis, and Schoorman 
1995, Soule 1998, Wicks, Berman, and Jones 1999), or 
behavior reflecting a person's vulnerability to another 1n an 
exchange relationship involving risk (eg, Das and Teng 
1998, Moorman, Zaltman, and Deshpandé 1992, Morgan 
and Hunt 1994) Marketing scholars working 1n the domain 
of interfirm and group relationships distinguish between two 
main forms of trust honesty (the belief that the party 1s reli- 
able, stands by his or her word, and fulfills promised role 
obligations) and benevolence (the belief that one party 15 
genuinely interested ın the welfare of the other party and 15 
motivated to seek mutually beneficial gains) (see Doney and 
Cannon 1997, Ganesan 1994, Geyskens, Steenkamp, and 
Kumar 1998) Scholars who work in the interpersonal 
domain (eg, manager—subordinate relationship) define 
trust as the employee’s attachment or bond with the manager 
and his or her belief in the manager’s benevolence (Lewis 
and Weigert 1985, p 970, McAllister 1995, Soule 1998, 
Tyler and Degoey 1996, Wicks, Berman, and Jones 1999, 
pp 100—101) Theorists propose that this form of trust rep- 
resents a higher stage or “deeper” level of trust and 1s highly 
stable (McAllister 1995, p 30) Rempel, Holmes, and Zanna 
(1985, p 97) assert that this deeper level of trust, which they 
refer to as “faith,” requires emotional investments of caring 
responses and a foundation of affective attachments 

We adopt this view of trust and note that it reflects the 
benevolence dimension of trust identified by marketing 
scholars 1n the interfirm and group contexts In both these 
contexts, benevolence trust involves showing consideration 
and sensitivity for the needs and interests of the other party 
in the relationship, acting 1n a way that protects these inter- 
ests, and refraining from exploiting the other party for the 
benefit of one’s own interests (see Mayer, Davis, and 
Schoorman 1995, Rich 1997, Whitener et al 1998, p 518) 


Formally, in the current study, we define supervisee trust as 
the degree to which the salesperson perceives the supervisor 
as benevolent and believes that the supervisor 1s genuinely 
interested 1n the salesperson’s welfare and provides due care 
for his or her needs Supervisee trust implies an emotional 
bond or attachment of the supervisor to the salesperson (see 
Rempel, Holmes, and Zanna 1985, Rich 1997) 2 

In extant research, considerable attention has been 
focused on identifying the factors that engender trust in mar- 
keting exchange relationships In the interorganizational 
context, research has shown that factors such as transaction- 
specific investments (Ganesan 1994), controls (John 1984), 
mutual values (Morgan and Hunt 1994), support, cultural 
similarity, goal congruence, and communication (Anderson 
and Weitz 1989), reputation (Anderson and Weitz 1989, 
Ganesan 1994), and the organizational structure and culture, 
along with the characteristics of the exchange object (Moor- 
man, Deshpandé, and Zaltman 1993), influence the forma- 
tion of trust. In the customer—organization context, a sales- 
person's expertise, frequency of interactions with 
customers, similarity, and communication have been identi- 
fied as antecedents of trust (Crosby, Evans, and Cowles 
1990, Doney and Cannon 1997, Smith and Barclay 1997) 
We extend the literature on trust by investigating some of the 
factors uncovered at the interorganizational level in the 
salesperson—supervisor context We consult transaction cost 
analysis (TCA) and social exchange theory to isolate the 
potential antecedents of supervisee trust 


TCA and Trust 


According to TCA, opportunistic behaviors occur in 
exchange relationships largely because of bounded rational- 
ity and information uncertainty Opportunistic behavior 
involves withholding or distorting information, shirking 
responsibilities, cheating, and other subtle forms of dishon- 
est behaviors (Williamson 1985, p 47) Although TCA 1s 
ambivalent about trust, 1t acknowledges that exchange rela- 
tionships that feature personal trust will survive greater 
stress and will display greater adaptability (Williamson 
1985, pp 62-63) Two tenets of TCA inform our study 
First, 1t argues that to forestall opportunism and ensure 
trustworthy behavior, the parties in an exchange must resort 
to control mechanisms The notion of controls forestalling 
opportunism has led to the suggestion that controls influ- 
ence trust formation because trust reflects abstinence from 
opportunistic behavior For example, Smith and Barclay 
(1997, p 6) contend that forbearance from opportunistic 
behavior 15 a trusting behavior This notion of controls 
affecting trust 1s also reflected in Ouchi’s (1979, p 846) 
view that “people must either be able to trust each other or 
to closely monitor each other if they are to engage ın coop- 
erative enterprises” Similarly, informed by TCA, Doney 
and colleagues (Doney and Cannon 1997, Doney, Cannon, 
and Mullen 1998) suggest that trust building is а calculative 
process involving one party calculating the costs and 
rewards of another party cheating or cooperating in the rela- 
Ен ee es 

?Our focus on benevolence trust 1s not meant to downplay the 


importance of the honesty dimension of trust ın the salesperson- 
supervisor context We address this point subsequently 


tionship Viewed from another angle, trust 1s “about believ- 
ing that others will perform whatever serves the trustor's 
Interests, even 1n the absence of control" (Das and Teng 
1998, р 498) The implication of this literature 15 that 1f the 
sales supervisor trusts that the salesperson will do the best 
Job possible, there 1s no need for controls It follows that 
from the salesperson's perspective, sales controls have 
implications about the supervisor’s intentions in the working 
relationship We deduce that because controls imply the 
sharing of performance risk between the organization and 
the employee (Oliver and Anderson 1994, p 54, Whitener et 
al 1998), a salesperson infers the positive or negative sup- 
port and caring intentions of the supervisor from the types of 
sales controls instituted, thereby affecting his or her trust ın 
the supervisor 

The second tenet of TCA 1s that opportunism 1s more 
likely when the environment of the exchange permits This 
notion suggests that parties to the exchange weigh the costs 
and benefits of opportunistic behavior (see Hill 1990) For 
example, Noteboom (1996, р 989) argues that the tempta- 
tion of a party to abuse trust in an interorganizational rela- 
tionship depends on the likelihood of detection and the 
ensuing risk of loss of reputation. Consistently, Elangovan 
and Shapiro (1998, pp 555-56) postulate that managers 
weigh the costs and benefits of violations of trust Hill 
(1990, p 510) also claims that opportunism 15 a viable strat- 
egy when the benefits outweigh the costs Consequently, we 
argue that sales controls may influence the salesperson's 
evaluations of the costs and risks of untrustworthy behavior, 
thereby affecting the efficacy of supervisee trust on sales 
performance In support of our position, researchers (eg, 
Ghoshal and Moran 1996, p 27, Hill 1990, John 1984) con- 
tend that bureaucratic controls may increase opportunistic 
behavior or dissipate the positive returns from an exchange 
This could occur for two reasons First, controls may be per- 
ceived by the controlled party as depriving him or her of 
self-control and autonomy, thereby implying a lack of trust 
For this reason, John (1984, p 284) reports a positive rela- 
tionship between bureaucratic controls and opportunistic 
behavior 1n the interorganizational marketing context Sec- 
ond, controls may be perceived to increase or lower the per- 
formance risk of the employee, thereby affecting his or her 
evaluation of the costs and benefits of violations of trust 
Therefore, we believe that though sales controls may affect 
Supervisee trust, they also moderate the effect of supervisee 
trust on sales performance 

This idea of the potential direct and moderating effects 
of sales controls provides an extension of TCA, which tends 
to focus on only the behaviors of the person being monitored 
rather than on his or her attitudes toward controls It pro- 
vides a fresh perspective of sales controls, which seems to 
have begun with Anderson and Oliver (1987) but has not yet 
been systematically investigated In this study, we examine 
the differential impact of output and process controls 
because of their salience in prior research as the supervisor's 
initiated control mechanisms (Jaworski 1988) that аге likely 
to affect trust (see Anderson and Oliver 1987, Das and Teng 
1998) Furthermore, these controls have been singled out as 
potential moderators of the effect of trust on performance 
(see Moorman, Deshpandé, and Zaltman 1993, p 94) 


When Does Тепе Mattar? I ба 


Social Exchange Theory and Trust 


Critics argue that TCA undersocializes exchange relationships 
by underestimating the role of social interactions between the 
parties in a relationship (Ghoshal and Moran 1996, Granovet- 
ter 1985, р 490, Hill 1990) Social exchange theory (Blau 
1964, Thibaut and Kelley 1959) suggests that the behaviors of 
parties 1n an exchange relationship cannot be explained only 
through economic exchange They can also be explained 
through social interactions entailing repeated exchanges, 
future obligations, and the belief that each party will discharge 
his or her obligations in the long run From thus theoretical per- 
spective, the main sources of trust are shared values and length 
of attachment, which ensure effective communication. and 
understanding between the partes For example, Doney, Can- 
non, and Mullen (1998) suggest that people build trust in oth- 
ers through an intentionality process based on repeated inter- 
actions and common values and goals Therefore, as we argue 
previously, in the supervisor-subordinate relationship, trust 
implies affective attachments, the feelings of being connected 
and joined, that emerge through relational exchanges (McAI- 
lister 1995, p 30, Whitener et al 1998, p 518) 

The social exchange perspective has informed several 
previous studies of trust in various relationship contexts in 
the marketing literature (e g, Anderson and Weitz 1989, 
Doney and Cannon 1997) Partner behaviors such as com- 
munication and interaction frequency (Doney and Cannon 
1997, Smith and Barclay 1997), goal congruency, and 
shared values (Anderson and Weitz 1989) have received par- 
ticular attention as antecedents of trust In this study, we 
extend the literature by investigating three of these behav- 
lors at the supervisor—salesperson level supervisor accessi- 
bility, achievement orientation, and role ambiguity Supervi- 
sor accessibility 1s a similar concept to interaction frequency 
(Doney and Cannon 1997, McAllister 1995) Achievement 
orientation captures the convergence of the salesperson’s 
and supervisor’s goals (Kohli 1989), thereby reflecting 
shared values and agreement on goals (Tyler and Degoey 
1996) Achievement orientation 1s particularly important in 
China’s emerging market economy because it overcomes the 
“iron rice bowl” mentality of workers (1e , expectation of 
rewards for merely being an employee rather than for 
achieving organizational goals) developed during the 
planned economy Role ambiguity 15 a salient construct in 
this study because it captures the lack of communication or 
mutual understanding about supervisee roles (see Das and 
Teng 1998, pp 504—505) 

Social exchange theory also argues that trust prevails 
even when opportunism might be rationally expected For 
example, Granovetter (1985) proposes that the interactions 
in an exchange relationship encourage trustworthy behavior 
even if controls against opportunistic behavior are not in 
place This view has led to the contention that 1n interper- 
sonal relationships, trust 1s characterized by a “leap of faith” 
beyond the expectations that reason and experience alone 
would warrant (Lewis and Weigert 1985, p 970, Wicks, 
Berman, and Jones 1999, pp 100—101) The logic for this 
viewpoint 15 that the relational context itself acts as a *moral 
control" on the behavior of exchange partners (Ghoshal and 
Moran 1996, Granovetter 1985, Hill 1990) Consequently, 
we argue that to the extent that the supervisor's behaviors 
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forestall the abuse of trust, they would enhance the impact 
of supervisee trust on sales performance In consonance 
with this argument, Shapiro (1987, р 631) suggests that 
managers forge “agency relationships based on familiarity, 
interdependence, and continuity that provide strong incen- 
tives for trustworthy performance and a potent array of 
informal social control options to punish abuse” In other 
words, managers can deal with the potential abuse of trust 
by “personalizing the agency relationship by embedding it 
in structures of social relations” (Shapiro 1987, p 631) 
Similarly, Tyler and Degoey (1996) observe that supervisee 
trust has a greater influence on the employee’s acceptance of 
the supervisor’s decisions when the supervisor 1s considered 
a friend and when they share similar goals 

In summary, trust ıs a common element ın both TCA and 
social exchange theories This 1s because, as Ouchi (1979) 
and others (e g , Ghoshal and Moran 1996) argue, even the 
purest form of economic exchange involves social and emo- 
tional requirements Whereas TCA assumes that untrustwor- 
thy behavior in the form of opportunism can be prevented by 
controls, social exchange theory intimates that opportunism 
can be prevented by the social relations between the parties 
to an exchange Both therefore highlight the essential feature 
of exchange relationships between supervisors and subordi- 
nates That 15, the relationship ıs based on an expectation that 
each party offers something the other party perceives as valu- 
able, that each party must perceive the exchange as reason- 
ably equitable and fair, and that trustworthy behavior (1e , 
lack of opportunism) 1s required to ensure desirable out- 
comes We believe that the integration of these two theoreti- 
cal perspectives yields a model with better predictive validity 


Does National Culture Matter? 


National culture influences individual and organizational 
behavior such that it has implications for trust development 
and efficacy (Doney, Cannon, and Mullen 1998) Two cul- 
tural dimensions are relevant to our study (1) individualism/ 
collectivism (or the degree to which people look after their 
own interests as opposed to the interest of in-groups) and (2) 
uncertainty avoidance (or the degree to which people in a 
society tolerate ambiguity and uncertainty and feel threat- 
ened by uncertain situations) Compared with the United 
States, China is a collectivist and high—uncertainty avoid- 
ance society (Hofstede 1980, 1997) Relationships between 
managers and subordinates have more far-reaching 1mplica- 
tions for the nature of trust in collectivist/high—uncertainty 
avoidance societies than in individualist/low—uncertainty 
avoidance societies For example, in the West, managers 
have the power to control some behaviors, but employees 
retain control over other behaviors As Shenkar and von Gli- 
now (1994, p 62) argue, the situation ın China 15 markedly 
different 


Unlike his/her Western counterpart, the Chinese manager 
impacts not only the work domain, but also all other 
spheres of life of his/her subordinates, including even such 
matters as birth control There are no time, place or role 
restrictions on his power, and the total nature of enterprise 
allows for constant supervision 


Furthermore, the level and the importance of trust are 
distinct but related constructs Compared with Western soci- 


eties such as the United States, Chinese societies аге low- 
trust societies (Fukuyama 1995) Chinese societies. are 
strongly familistic such that there 1s a lack of trust outside 
the family (Redding 1993, р 67) As an indication of low 
trust, Chinese societies tend to be high-power distance soci- 
eties, where 1nequality of power 1s accepted and managers 
tend to centralize decision making, share little information, 
and expect and receive compliance from subordinates (Hof- 
stede 1980, Shane 1994) In addition, the recent political 
and social history of China, involving a great deal of suspi- 
стоп and betrayal (e р, ın the Cultural Revolution), means 
that people view others as a threat and are less inclined to 
trust them ? Finally, Dahlstrom and Nygaard (1995) suggest 
that in transitional economies such as China, institutional 
underdevelopment creates an uncertain and risky environ- 
ment that generates low trust among people Given that trust 
15 low in the society, we argue that a higher level of impor- 
tance is given to interpersonal trust in China than in the 
United States (see Fukuyama 1995, Reeder 1987) The pre- 
ceding discusston suggests that culture matters and that 
China and the United States provide ideal sites to test the 
potential conditional impact of supervisee trust on sales per- 
formance Indeed, Reeder (1987) observes that many US 
businesses failed in China because their managers tended to 
ignore the development of interpersonal trust 

Figure 1 presents the theoretical model Because trust 1s 
context specific and 15 more operative 1n situations of risk 
and uncertainty (see Das and Teng 1998, p 494, Doney and 
Cannon 1997, p 36), we contend that in the sales context, 
supervisee trust could be more operative when the situation 
involves selhng a new product Akin to the difference 
between a new buy and a straight rebuy in industrial mar- 
keting (see Doney and Cannon 1997), a new product 
involves greater selling risk and uncertainty than an old 
product (see Atuahene-Gima 1997, Hultink and Atuahene- 
Cima 2000) Therefore, we test our model in the context of 
the most recent new product introduced by the firm In the 
next section, we develop our hypotheses by first presenting 
the logic for a general effect of each antecedent variable on 
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supervisee trust We then suggest how culture influences the 
strength of the relationship posited 


Hypotheses 


Antecedents of Supervisee Trust 


The effects of output and process controls Output con- 
trol refers to the extent to which a supervisor places empha- 
sis on results when monitoring, evaluating, and rewarding 
salespeople In contrast, process control reflects the extent 
to which a supervisor emphasizes procedures and behavioral 
асиушев 1n monitoring, evaluating, and rewarding salespeo- 
ple (Anderson and Oliver 1987) As mentioned previously, 
ТСА suggests that trust 1s 1nfluenced by control mecha- 
nisms However, the nature of the influence appears to 
depend on the inferences the salesperson makes about the 
motives of the supervisor from the sales controls used (see 
Anderson and Oliver 1987) Output control represents a 
“hands-off” approach to managing salespeople, 1n that they 
are given a great deal of autonomy and independence to per- 
form their duties and are compensated for the output they 
achieve Thus, output control shifts substantial performance 
risk to the salesperson because output may be affected by 
environmental and company factors beyond his or her con- 
trol (Oliver and Anderson 1994, p 54) As Whitener and col- 
leagues (1998, p 515) argue, to the extent that the employee 
15 compensated on the basis of outcomes beyond his or her 
control, performance risk to him or her 15 greater. We believe 
that by increasing the salesperson's performance risk, output 
control sends a negative signal of the supervisor's lack of 
concern or support for the salesperson As Hopewood 
(1972) suggests, when managers rely heavily on financial 
and quantitative. measures, employees tend to show 
increased tension and perceive poorer relations with them 
In contrast to output control, process control ensures that the 
salesperson receives rewards as long as process require- 
ments are met, irrespective of the output achieved It there- 
fore reduces the pressure to produce output, because the 
organization rather than the salesperson assumes much of 
the performance risk (Anderson and Oliver 1987, Cravens et 
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al 1993) Consequently, although process control may limit 
autonomy and self-control, unlike output control, it sends a 
positive signal of the supervisor’s concern, care, and support 
for the salesperson As Oliver and Anderson (1994, p 54) 
argue, employees feel committed and grateful to supervisors 
who use process control, because it provides them a nurtur- 
ing climate and reduced performance risk 

Prior research suggests that the effects of sales controls 
may depend on the risk preferences of the salesperson 
(Anderson and Oliver 1987, Basu et а! 1985) Risk prefer- 
ences differ across cultures For example, in individualistic 
and low-uncertainty avoidance cultures, people relish risk 
and challenging work (Hofstede 1980) This suggests that 
these cultural dimensions will moderate the impact of output 
and process controls on supervisee trust The negative impli- 
cations of output control mentioned previously are more 
likely to be felt by the Chinese because of their collectivist 
and high-uncertainty avoidance cultural orientation. Being 
individualists and being relatively comfortable with uncer- 
tainty, U S. salespeople are more likely to cherish the auton- 
omy and opportunities afforded by output control to achieve 
high individual performance Therefore, they may be less 
concerned with the performance risk implications of output 
control Compared with their US counterparts, Chinese 
salespeople are likely to value the supervisor’s care and sup- 
port, which are 1mplied by process control, and be less con- 
cerned with the lack of autonomy and self-control Consis- 
tent with this argument, Dahlstrom and Nygaard (1995) 
report a positive relationship between process formalization 
and interpersonal trust in the former East Germany, a col- 
lectivist and high-uncertainty avoidance society In contrast 
to their Chinese counterparts, U S salespeople may be more 
concerned with the lack of autonomy and loss of personal 
discretion from process control and interpret these as non- 
benevolent behaviors of the supervisor Therefore, we posit 
that 


Hj, Output control is related negatively to supervisee trust 

Hj, The negative effect of output control on supervisee trust 
1s stronger in China than in the United States 

H2, Process control ıs related positively to supervisee trust 


H5, The positive effect of process control on supervisee trust 
1s stronger 1n China than ın the United States 


The effects of supervisor behaviors In addition to sales 
controls, we consider three supervisor behaviors as 
antecedents of supervisee trust supervisor accessibility, 
achievement orientation, and role ambiguity. Supervisor 
accessibility refers to the extent to which the supervisor 1s 
available to meet and interact with the salesperson (eg, 
making joint sales calls with the salesperson) It reflects the 
degree of personal communication and interaction. fre- 
quency between them Frequent communication between 
partners 1n an exchange relationship fosters trust because it 
provides opportunities to resolve disputes, thereby aligning 
the partners’ perceptions and expectations (Anderson and 
Weitz 1989, Doney and Cannon 1997) Such common per- 
spectives, according to social exchange theory, facilitate а 
sense of understanding and even similarity, which increases 
the partners' confidence in the relationship (Anderson and 
Weitz 1989, p. 314) Thus, by enhancing communication, 
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supervisor accessibility reduces the salesperson's perfor- 
mance risk because it allows for due consideration of the 
salesperson’s problems and views ın selling (see Oliver and 
Anderson 1994) In other words, the performance problems 
of the salesperson are likely to be considered 1n appraisals of 
the salesperson's performance Given that the Chinese are 
relatively more collectivist and uncomfortable with uncer- 
tainty, we argue that they would attach greater 1mportance to 
the support and caring benefits inherent 1n supervisor acces- 
sibility than their individualist US counterparts would 

Indeed, the latter may view supervisor accessibility as inter- 
ference in their work Therefore, 


H3, Supervisor accessibility 15 related positively to supervisee 
trust 

Hay The positive effect of supervisor accessibility on super- 
visee trust 1s stronger 1n China than in the United 
States 


Achievement orientation refers to the degree to which 
the supervisor sets challenging goals, expects high levels of 
performance, and expresses confidence in the salesperson's 
ability (о meet the goals and expectations (Kohli 1985) 
From a ТСА perspective, an emphasis on achievement of 
goals fosters trustworthy behavior The logic is that achieve- 
ment orientation reflects a mutual hostage situation because 
of the close linkage between the successful performance of 
the salesperson and the performance of the supervisor From 
a social exchange viewpoint, achievement orientation 1s a 
supervisor's demonstration of the importance of Joint gain 
Reflecting the logic of goal congruence (see Anderson and 
Weitz 1989), achievement orientation leads to supervisee 
trust because the salesperson’s and supervisor’s goals are 
linked, which implies mutual vulnerability Given the indi- 
vidualist U S culture, salespeople will cherish achievement 
orientation, because it 1s designed to motivate high individ- 
ual performance (see Kohli 1989) In contrast, the collec- 
tivist Chinese place greater weight on the 1n-group's inter- 
ests than on personal interests Thus, achievement 
orientation style may be perceived as undue pressure to 
achieve individual goals rather than the group's goals (see 
Earley 1989) Therefore, 


На. Achievement orientation 15 related positively to super- 
visee trust 

Нар The positive effect of achievement orientation. on 
supervisee trust 1s weaker 1n China than in the United 
States 


Role ambiguity refers to the degree of discrepancy 
between the information available to the salesperson and the 
information he or she requires to perform the job adequately 
(Singh and Rhoads 1991) In other words, role ambiguity 
reflects the degree of uncertainty and lack of clarity the 
salesperson perceives in his or her job There are several 
dimensions of role ambiguity (Singh and Rhoads 1991) 
However, we focus on customer role ambiguity because it 
has been contended that the customer interface 1s perhaps 
the most important dimension affecting sales performance 
(Weitz, Зијап, and Зијап 1986) Customer role ambiguity 
(eg, lack of clarity about what services to provide to cus- 
tomers, what company strengths to emphasize to customers, 
and how to handle customer objections) hinders supervisee 


trust because it reflects a lack of communication and ипдег- 
standing between the salesperson and the supervisor about 
the role requirements of the salesperson It undermines the 
supervisor—salesperson relationship by creating conflicts 
over goals and the tactics to achieve them, because the per- 
ceptions and expectations of the salesperson and the super- 
visor are not aligned The strength of the negative effect of 
role ambiguity on supervisee trust may depend on the level 
of uncertainty avoidance in the culture In high-uncertainty 
avoidance cultures, people place great emphasis on clarity 
of roles because of the fear of the unknown (Hofstede 1997) 

In this sense, the level of uncertainty avoidance magnifies 
the negative impact of role ambiguity on supervisee trust 

Because China has a higher uncertainty avoidance orienta- 
tion than the United States, we propose that 


На Role ambiguity 1s related negatively to supervisee trust 


Hs, The negative effect of role ambiguity on supervisee trust 
15 stronger in China than in the United States 


Direct and Contingency Effects of Supervisee 
Trust on Sales Performance 


In the preceding subsection, we examine the antecedents of 
supervisee trust The effectiveness of such trust, when it 
occurs, 15 another matter because the factors that breed trust 
may also stifle its effectiveness on desired outcomes (Gra- 
novetter 1985, Kramer, Brewer, and Hanna 1996, Shapiro 
1987) Therefore, in the next subsection, we first examine 
the main effect of supervisee trust on sales performance and 
then investigate how the antecedents may moderate the rela- 
tionship between supervisee trust and sales performance 
The effect of supervisee trust on sales performance The 
performance outcomes of trust have been conceptualized dif- 
ferently across contexts For example, in an interorganizational 
context, performance 15 conceptualized and measured as com- 
mitment, satisfaction, or long-term orientation tn the relation- 
ship (see Ganesan 1994, Geyskens, Steenkamp, and Kumar 
1998) In the business-to-customer context, performance 15 
measured as a customer's decision to purchase a product (e g , 
Doney and Cannon 1997) or as customer satisfaction (eg, 
Moorman, Zaltman, and Deshpandé 1992) In theory, goal 
achievement reflects the salespeople's efficiency in processing 
and using task-related information because of their different 
work and decision-making styles Thus, from a methodologi- 
cal standpoint, salespeople produce measurable output as a 
result of task performance and can be rehably compared on the 
basis of such production Therefore, in this study, we define 
sales performance as the extent of achievement of sales objec- 
tives for a specific new product that recently has been intro- 
duced by the firm (see Sujan, Weitz, and Kumar 1994) 
Supervisee trust 1s related positively to sales perfor- 
mance for several reasons First, a salesperson who trusts the 
supervisor believes that he or she will receive fair treatment 
and equitable rewards Thus, supervisee trust enhances the 
salesperson's commitment in performing the job Second, to 
increase sales performance, the supervisor must provide 
advice to the salesperson and must set performance goals for 
him or her to achieve Supervisee trust is likely to increase 
the salesperson's acceptance of the advice and goals of the 
supervisor, thereby energizing him or her to work harder 


Supervisee trust may play a more significant role in influ- 
encing sales performance 1n China than 1n the United States 
This 15 because, being collectivists, the Chinese are not only 
more likely to value the supervisor’s benevolence but also 
less likely to abuse trust Unlike people from high— 
uncertainty avoidance cultures, those from low—uncertainty 
avoidance cultures (the United States) do not fear the future 
and can tolerate risk easily It follows that they may abuse 
trust even 1f it damages the exchange relationship (Doney, 
Cannon, and Mullen 1998, pp 610, 614) This proposition 15 
buttressed by the argument that in low-trust societies such as 
China, trust 15 rare outside the family (Fukuyama 1995) and 
therefore is of utmost importance and is highly valued in 
organizations (see Redding 1993) We hypothesize that 


Hg, Supervisee trust 1s related positively to sales performance 


Hg, The positive effect of supervisee trust on sales perfor- 
mance 15 stronger 1n China than 1п the United States 


The moderating role of output and process controls 
Although Hj, predicts that output control will hinder super- 
visee trust, we contend that it will enhance the effectiveness 
of supervisee trust on sales performance Recall that output 
control shifts substantial performance risk to the salesperson 
because he or she 1s compensated on the basis of outcomes 
that may be beyond his or her control (see Oliver and Ander- 
son 1994, Whitener et al 1998) Thus, from a TCA per- 
spective, output control suggests to salespeople that oppor- 
tunistic behavior (eg, shirking of responsibility) 15 
unrewarding Consistent with this view, several scholars 
contend that trust 1s psychologically more important for per- 
formance in situations ın which its abuse would lead to unfa- 
vorable consequences for the abuser (see Brockner et al 
1997, Shapiro 1987) For example, Noteboom, Berger, and 
Noorderhaven (1997) argue that abuse of trust 1s self- 
defeating for a partner whose benefits depend on actual con- 
tribution to the outcomes of the partnership This discussion 
suggests that output controls enhance the effectiveness of 
supervisee trust on sales performance 

Hp, predicts that process control engenders supervisee 
trust However, we argue that it could simultaneously reduce 
the value of supervisee trust because it creates conditions for 
opportunistic behavior (see Whitener et al 1998) There are 
three reasons for this First, as we argue previously, a poten- 
tial disadvantage of process control is that 1t could be per- 
ceived by the salesperson as limiting his or her self-control 
and autonomy It thereby ratses questions about the supervi- 
sor’s benevolence in the relationship In other words, under 
process control, a salesperson must live up to whatever 
process requirements are demanded by the supervisor (e g , 
making a specified number of sales calls, working a speci- 
fied number of hours per week) This usually means more 
monitoring that could be construed as implying lack of trust 
and limiting self-control, thereby interfering with sales per- 
formance Second, process control lowers the perceived per- 
formance risk of the salesperson (Anderson and Oliver 
1987, Cravens et al 1993), because under process control, 
rewards are dependent on the salesperson's activities over 
which he or she has maximum control To the extent that the 
salesperson performs all the stipulated process require- 
ments, he or she receives rewards irrespective of the actual 
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performance output achieved However, a process control 
could be subjective, because the supervisor does not know 
for certain which behaviors to emphasize (Anderson and 
Oliver 1987) or may find ıt difficult to implement them 
(Oliver and Anderson 1994) This means that to ensure 
greater output, salespeople need to perform significant 
extra-role discretionary activities that are not stipulated by 
the control system, such as building long-term customer 
relationships, adopting creative selling methods, and engag- 
ing in other organizational citizenship behaviors (Netemeyer 
etal 1997) Yet on the basis of TCA logic, ın contrast to out- 
put control, under process control the salesperson can calcu- 
late that there 1s relatively less to lose from failing to per- 
form such discretionary activities because they are not 
stipulated by the control system Third, a process control 
must be detailed to guide salespeople regarding the “сог- 
rect” way to carry out selling tasks (Cravens et al 1993, 
Oliver and Anderson 1994, p 54) We argue that such 
detailed guidance reduces performance risk by making it 
easier for the salesperson to perform the process require- 
ments and meet the supervisor’s expectations Formally, we 
posit that 


Ноа The greater the level of output control, the greater 15 the 
likelihood that supervisee trust will lead to higher sales 
performance 


Hm The greater the level of process control, the greater 15 the 
likelihood that supervisee trust will lead to lower sales 
performance 


The moderating role of supervisory behaviors Accord- 
ing to social exchange theory, supervisor accessibility 
enhances mutual communication, thereby increasing the 
supervisor’s knowledge of the conditions surrounding the 
salesperson’s task performance We argue that, with 
increased supervisor accessibility, problems encountered by 
the salesperson ın selling and his or her views about them 
are likely to be factored into performance appraisal deci- 
sions This 1s likely to reduce the salesperson's perceived 
performance risk, thereby increasing the likelihood of 
opportunistic behavior Consistent with this argument, 
Moorman, Zaltman, and Deshpandé (1992, p 323) argue 
that opportunistic behavior could follow from increased 
communication and deeper exchanges Similarly, other 
scholars suggest that trust has greater relevance for perfor- 
mance when there 1s little consideration of the employee’s 
views ın decision making (see Kohli 1989, Tyler and 
Degoey 1996) Furthermore, Grayson and Ambler (1999, p 
139) report that trust is more effective in short-term than in 
long-term relationships A plausible reason for this finding 
is that the increased communication and similarity that 
develop between parties in long-term relationships reduce 
performance risk, thereby dampening the impact of trust by 
increasing its potential abuse In brief, we argue that to the 
extent that supervisor accessibility reduces the performance 
risk of the salesperson, supervisee trust becomes less impor- 
tant for sales performance 

We mentioned previously that salespeople infer mutual 
vulnerability from the supervisor’s achievement orientation 
style, because such a style reflects the parties’ mutual com- 
mitment to organizational goals and performance risk (see 
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Williamson 1985) It follows that achievement orientation 
strengthens the impact of supervisee trust on sales perfor- 
mance, 1t makes an abuse of trust unrewarding for the sales- 
person because his or her goals are closely linked with those 
of the organization. As support for this argument, Tyler and 
Degoey (1996) show that agreement on goals and mutual 
concern for achievement between the employee and the 
manager strengthen the impact of trust on the employee's 
acceptance of managerial decisions Similarly, Shapiro 
(1987) argues that one means of curtailing the abuse of trust 
IS to ensure agreement and commitment to mutual goals 

By its very nature, role ambiguity increases the sales- 
person's performance risk It therefore enhances the impact 
of supervisee trust on sales performance for two reasons 
First, role ambiguity suggests a high need for clarity on the 
part of the salesperson because of the inadequate informa- 
tion about his or her role Social exchange theory suggests 
that supervisee trust becomes critical in creating an environ- 
ment in which the salesperson is comfortable raising issues 
with the supervisor 1n an attempt to clarify his or her role 
This line of reasoning 15 ın keeping with the argument that 
the supervisor's considerateness (which 15 defined to include 
trust) has a stronger positive effect on sales performance 
when the salesperson's need for clarity 15 high (Kohli 1989) 
Second, role ambiguity threatens goal achievement because 
it increases the probability of the salesperson making incor- 
rect decisions, thereby increasing the potential for perfor- 
mance failure and unfavorable assessment of performance 
Consequently, there 1s little incentive for the salesperson to 
behave opportunistically when role ambiguity is higher 
Therefore, 


Hg, The greater the level of supervisor accessibility, the 
greater 1s the likelihood that supervisee trust will lead to 
lower sales performance 


Hg, The greater the level of achievement orientation, the 
greater 1s the likelihood that supervisee trust will lead to 
higher sales performance 


Hg, The greater the level of role ambiguity, the greater 1s the 
likelihood that supervisee trust will lead to higher sales 
performance 


Cross-national differences in moderating effects People 
in collectivist and high—uncertainty avoidance cultures are 
less likely than their counterparts 1n individualist and low— 
uncertainty avoidance cultures to abuse trust, because they 
perceive higher costs of such behavior (see Doney, Cannon 
and Mullen 1998, pp 610-14) This notion of differential 
propensity to abuse trust suggests that the moderating 
effects presented previously differ between China and the 
United States For example, output control has the potential 
to encourage opportunistic behavior depending on the risk 
preferences of the employee (see Anderson and Oliver 1987, 
p 78) Given the differences in the level of uncertainty 
avoidance between China and the United States, this idea 
suggests that the Chinese are less likely to take advantage of 
trust under output control because they perceive higher per- 
formance risk than their US counterparts do In other 
words, the positive effect of the interaction of supervisee 
trust with output control on sales performance would be 
stronger in China than in the United States However, we do 


not offer specific hypotheses about the relative effects of the 
interactions between supervisee trust and the moderating 
variables on sales performance other than the implicit notion 
that each may differ between the two samples This is 
because ıt 1s not clear from the current literature whether the 
different propensities to abuse trust by people from the two 
different cultures will be maintained in each of the contin- 
gencies examined here Therefore, the issue of the differen- 
tial moderating effects between China and the United States 
ıs an exploratory aspect of our study that we address т our 
empuirical analysis 


Research Method 


Sample and Data Collection 


The Chinese sample for the study consisted of sales employ- 
ees of firms in the electronics, information technology, soft- 
ware development, biotechnology, and other high-technol- 
ogy sectors We randomly selected the sample from a 
sample frame of firms located in Beying’s High Technology 
Experimental Zone We contacted chief executive officers of 
250 firms to introduce the study and encourage participa- 
tion. А total of 150 firms agreed to participate т the study 
Using a list of sales employees, we randomly selected 3 
from each firm for the study, which resulted in a sample of 
450 salespersons We collected the data through on-site 
interviews We assured confidentiality to all respondents to 
encourage candid responses Our data collection. efforts 
yielded 215 completed questionnaires (16, those who 
agreed to participate and did participate in the interviews), 
for a participation rate of 48% (215 of 450) Missing data 
and listwise deletion reduced the current analytic sample to 
157, for an effective participation rate of 349% 4 To test 
whether our respondents were different Кот попгезроп- 
dents, we obtained by telephone demographic data from 30 
nonrespondents (salespeople who agreed initially to partici- 
pate but tben refused participation at the time of the study) 
to compare with those of the study participants We found no 
statistically significant differences in age, tenure, education, 
and sales experience The U S. sample frame, supplied by a 
commercial list provider, consisted of 3000 salespeople 
from the same types of industries We selected at random 
1000 salespeople but were left with 750 after deleting those 
who worked 1n nonmanufacturing firms We collected the 
data through a mail survey and obtained 190 usable 
responses after two follow-ups This response rate of 25% is 
similar to that of other studies that use a similar methodol- 
ogy (ев, Siguaw, Brown, and Widing 1994) We found no 
significant differences between early and late respondents in 


4Several authors have raised concerns about social and Western 
desirability biases with respect to surveys in the Chinese context, 
because they create substantial pressure for respondents to appear 
knowledgeable (е g , Adler, Campbell, and Laurent 1989) Schol- 
ars recommend that to reduce this pressure and allow for candid 
responses, respondents should be offered a “don’t know” option 
Consequently, during our interviews, we encouraged respondents 
to skip questions or specific ttems they did not want to answer or 
could not recall 


the US sample, which indicated that nonresponse bias was 
not a major problem (Armstrong and Overton 1977) 

Regarding salespeople’s characteristics, 61% and 64% 
were less than 34 years of age m the Chinese and US sam- 
ples, respectively Other characteristics were as follows sex 
(male China = 74%, US = 79%), education below univer- 
sity level (China = 60%, US = 58%), average company 
tenure (China = 3 1 years, US = 62 years), sales experi- 
ence (China = 42 years, US = 129 years), and average 
number of hours worked per week (China = 446, US = 
48 8) The t-test results showed that the US salespeople 
were more likely to have higher company tenure and higher 
sales experience and tended to work more hours per week 
than their Chinese counterparts 


Measurement Development and Validation 


The Appendix provides the measures for all the constructs in 
the study All variables were measured on a five-point 
Likert-type scale that focused on the firm’s most recent new 
product All the scales, except the one for sales performance 
(anchored at 1 = “по extent” to 5 = "to a great extent"), were 
anchored at 1 (“strongly disagree") and 5 (“strongly agree") 
The research instrument was developed on the basis of prior 
Studies in the West For the Chinese sample, the English 
questionnaire was translated into Chinese by a Chinese mar- 
keting professor educated 1n the West who had significant 
knowledge of marketing issues in China Two doctoral stu- 
dents then independently back-translated it into English to 
verify из accuracy We conducted 20 in-depth interviews 
with sales supervisors and salespeople to ensure the face 
validity of the measures At these interviews, each respon- 
dent was probed regarding the relevance and completeness 
of the measures As an example, supervisee trust needed pre- 
cise translation It could refer to integrity, credibility, or rep- 
utation and character of a person, as 1n credit rating зп busi- 
ness circles or reliance on personal integrity in trading 
relationships (ximyong) Our measures of supervisee trust 
capture “personal trust” (xinren), reflecting the degree of the 
supervisor's personal attachment and emotional bond with 
the salesperson and genuine care and concern for the sales- 
person's welfare (McAllister 1995) These items are similar 
to Rich’s (1997) measures, which reflect the salesperson's 
faith 1n the supervisor's benevolence and fairness 

In light of TCA's assumption that opportunistic behavior 
results from information and behavioral uncertainty, other vari- 
ables that may influence supervisee trust are the complexity of 
the exchange object and the market environment (Williamson 
1985) For example, environmental uncertainty influences trust 
in marketing exchange because it affects the level of conflict 
and understanding between the parties ın the relationship 
(Ganesan 1994, Geyskens, Steenkamp, and Kumar 1998, 
Moorman, Deshpandé, and Zaltman 1993) Therefore, we con- 
trolled statistically for product complexity (the extent to which 
the new product being sold is technically complex and sophis- 
ticated, see Bello and Gilliland 1997), competitive intensity 
(the perceived intensity of market competition), and market 
volatility (the degree of market and demand changes) 

We examined the validity of the measures 1n a two-step 
approach recommended by Anderson and Gerbing (1988) 
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First, we conducted exploratory factor analysis to assess the 
underlying factor structure of the items This analysis also 
helped us assess the potential problem of common method 
variance with Harman's one-factor method (Podsakoff and 
Organ 1986) The results indicated that the first factor did 
not account for a majority of the variance and there was no 
general factor 1n the unrotated factor structure m both sam- 
ples, which suggested that common method variance was 
not a problem Second, we performed confirmatory factor 
analysis (CFA) to assess the validity of the measures 
Because the inclusion of a large number of measures would 
result Іп too complex a measurement model for LISREL, 
Bentler and Chou (1987) recommend that submodels should 
be analyzed This approach 1s well established in the mar- 
keting literature (e g, Doney and Cannon 1997) We ran 
three separate measurement models, grouping related con- 
structs The first CFA grouped items measuring sales per- 
formance, output, and process controls The second CFA 
analyzed measures of supervisee trust, supervisor accessi- 
bility, achievement orientation, and role ambiguity The 
third CFA model included product complexity, competitive 
Intensity, and market volatility The fit indices presented in 
the Appendix indicate that the models fit the data well in 
both samples АП пет standardized loadings for each con- 
Struct were significant (р < 01), which supports the dimen- 
sionality of the constructs 

As reported in the Appendix, the Cronbach’s alpha and 
composite reliabilities exceed the recommended minimum 
level in both samples The average variance extracted, which 
assesses the amount of variance captured by the construct's 
measures relative to measurement error and the correlations 
($ estimates) among the latent constructs in the model, is 
also reported Estimates of 50 or higher indicate validity for 
а construct's measure All but two of our constructs achieved 
this criterion in the Chinese sample (process control and 
market volatility) and in the US sample (process control 
and achievement orientation) We assessed discriminant 
validity of the measures in two ways First, we conducted a 
chi-square difference test for all the constructs in pairs to 
examine whether they were distinct from each other The 
process involved collapsing each pair of constructs into a 
single model and comparing its fit with that of a two- 
construct model, as suggested by Anderson and Gerbing 
(1988) In each case, a two-factor model had a better fit than 
a single-factor model 1n both the Chinese and the U 5 sam- 
ple Second, the constructs evidenced discriminant validity 
by meeting Fornell and Larcker's (1981) criterion, which 
requires that the square of the parameter estimate between 
two constructs ($2) be less than the average variance 
extracted estimates of the two constructs Table 1 presents 
the correlation matrices and descriptive statistics. of the 
measures 

Equality of factor structure and loadings is needed to 
make comparisons of the inferences about relationships 
between variables across national cultures We tested for 
measurement equivalence т two steps First, using CFA 
procedures, we assessed separately whether the number of 
factors and items that load on each factor are similar across 
the two samples (Ryan et al 1999) As shown in the Appen- 
dix, although the factor loading weights varied slightly 
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across the samples, each CFA yielded the same number of 
factors with similar пет loading patterns, providing evi- 
dence of measurement equivalence Second, we ran a multi- 
ple group analysis for each construct separately, 1n which 
each sample served as a separate group (Netemeyer, Durva- 
sula, and Lichtenstein 1991) We estimated two stacked 
models, one ın which the factor loadings across the Chinese 
and US samples were constrained to be equal and one in 
which the factor pattern was specified as invariant across the 
two samples We compared the constramed and uncon- 
strained models for each construct in terms of the difference 
in X? and other model fit indices such as goodness-of-fit 
index (GFI), comparative fit index (CFI), nonnormed fit 
index (NNFI), and root mean square error of approximation 
(RMSEA) The 72 difference between the two models in 
each case was not significant, suggesting that the pattern of 
factor loadings 15 invariant across the two samples 5 


Analysis and Results 


Antecedents of Supervisee Trust 


We ran a regression analysis for each sample to test the 
hypotheses Following previous studies (eg, Yang et al 
2000), we then used a t-test to assess differences in the 
impact of each significant factor between the two samples 
We controlled for the number of hours worked per week, 
market duration of the new product, sales experience, level 
of education, sex, type of market (consumer [0] versus 
industrial [1]), size of the firm, product complexity, compet- 
шуе intensity, and market volatility Table 2 presents the 
results 
The results indicate an R2 of 54 in the Chinese sample 
and 46 ın the US sample, suggesting that we explain a fair 
portion of the variance in supervisee trust H,,, positing a 
negative relationship between output control and supervisee 
trust, 15 not supported in both samples Нол, predicting a pos- 
паме effect of process control on supervisee trust, 15 sup- 
ported 1n the Chinese sample (B = 16, p « 05) but not in the 
US sample (В = 04, ns) (t=3 09, p< 01) Two variables 
are positively related to supervisee trust ın both samples 
supervisor accessibility (H3,, Chinese sample B = 33, p < 
001, US sample B= 26, p< 001) (t=2 87, p< 01) and 
achievement orientation (H4,, Chinese sample В = 34, p < 
001, US sample B = 38, р < 001) (t = – 87, ns) Role 
ambiguity 15 unrelated to supervisee trust in either sample 
The t-test results suggest support for Ho, and На, indicating 
that the positive effects of process control and supervisor 
accessibility on supervisee trust are stronger in the Chinese 
sample than in the US sample In our study, the control 
variable, product complexity, had a statistically significant, 
positive effect on supervisee trust in both samples Chinese 
sample (8 = 12, p < 05) versus US sample (B= 10, p < 
10) (t= 60, n s), though the later effect is marginal Маг- 
ket volatility had a significant, positive effect on supervisee 
trust only in the US sample (B = 15, p « 01) These find- 





5Detailed results of the multiple group analysis are available on 
request 
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TABLE 2 
Regression Analysis of Antecedents of Supervisee Trust (Standardized Coefficients) 


Chinese Sample 


U.S. Sample 


t-Value P t-Value 


А 


Control Variables 


Number of hours worked per week — 02 
Product market duration 02 
Sales experience – 03 
Level of education — 01 
Sex 06 
Type of market served — 10 
Size of firm – 04 
Product complexity 12 
Competitive intensity 01 
Market volatilitya 02 
Independent Variables 
Output control — 01 
Process controla 16 
Supervisor accessibilitya 33 
Achievement orientation 34 
Role ambiguity — 03 
R2 54 
Adjusted R2 48 
F-value 9 70*** 
N 134 


tp < 10 (one-tailed) 

*p < 05 (one-tailed) 

**p < 01 (one-tailed) 

***p < 001 (one-tailed) 

aSignificant difference in effects between the two samples (p< 05) 


ings suggest that the complexity of the new product and 
market volatility influence supervisee trust 


Contingent Effects of Antecedents of Supervisee 
Trust on Sales Performance 


We tested the moderating hypotheses with hierarchical mod- 
erated regression analysis (Aiken and West 1991) We ran an 
initial regression with the control variables, supervisee trust, 
and the moderator variables to determine their main effects 
We added the hypothesized interactions ın the second 
model We mean-centered the constituent variables before 
creating the interaction terms to eliminate multicollinearity 
(Aiken and West 1991) We found that the variance inflation 
factors were well below the cutoff of 10, which suggests that 
multicollinearity 1s not a problem 

The results presented in Table 3 indicate that the addi- 
tion of the interaction terms to the main effects model 
increases R2 by 11% (AF = 4 86, p < 001) in the Chinese 
sample and by 6% (AF = 2 80, p < 01) in the US sample 
We do not find support for Hg, and Нь which involve the 
main effect of supervisee trust on sales performance H7,, 
which posited that supervisee trust 1s likely to enhance sales 
performance when output control 15 high, 15 supported in the 
Chinese sample (B = 22, p < 01) but rejected in the US 
sample (В = – 18, p< 05) (t2 201, p< 05) Hm 15 not sup- 
ported, because the interaction between supervisee trust and 
process control 15 not significantly related to sales perfor- 
mance in either sample Hga, positing that supervisee trust 
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will lead to lower sales performance when supervisor acces- 
sibility 1s high, 1s supported strongly ın the Chinese sample 
(B = – 34, p < 001) and marginally in the US sample (В = 
– 15, p< 10) (t= 455, p < 01) Hg, 1s supported in both 
samples (Chinese sample В = 34, р < 001, US sample 
B= 25, p < 01) (t = 322, p < 05), which indicates that 
supervisee trust enhances sales performance when achieve- 
ment orientation 1s high Finally, На positing that the inter- 
action of supervisee trust and role ambiguity 1s positively 
related to sales performance, 1s supported in the Chinese 
sample (B = 29, p « 001) but marginally rejected in the U 5 
sample (B = – 11, p< 10) (t=3 11, p< 01) As the results 
indicate, t-tests for the standardized coefficients within each 
sample showed that the effects of the interaction of super- 
visee trust with output control, supervisor accessibility, 
achievement orientation, and role ambiguity are stronger in 
the Chinese sample than in the US sample An interesting 
pattern of results in Table 3 is that the control variables, par- 
ticularly sales experience, level of education, sex, and com- 
petitive intensity had a statistically significant influence on 
sales performance 1n the U S. sample but not in the Chinese 
sample 


Discussion 


Despite limited empirical evidence, the growing body of 
work on trust in marketing and other contexts provides a 
normatively positive view of trust Drawing on previous 


TABLE 3 
Moderated Regression Analysis of the Effect of Supervisee Trust on Sales Performance (Standardized 


Coefficients) 
Eee 








Chinese Sample U.S. Sample 
Model 1 Model 2 Model! 1 Model 2 
В t-Value В t-Value В t-Value B t-Value 
Control Variables 
Hours worked per week 05 66 08 119 – 02 — 26 — 04 – 74 
Product market duration -08 -108 — 03 – 43 12 176“ 16 2 40** 
Sales experience 11 147t 06 88 31 4 09*** 31 422*** 
Level of education 02 34 —02 —29 — 20 -247'** —21 –2 66** 
Sex 05 69 05 76 13 181* 14 199* 
Type of market served – 01 — 16 — 06 – 78 12 176" 09 138 
Size of firm 08 1 11 12 171* — 03 – 52 – 04 – 67 
Product complexity 05 64 06 89 02 29 03 52 
Competitive intensity 03 41 05 64 —17 -241*** — 19 –2 68** 
Market volatility — 11 -127 —17 —2 05" 05 78 03 43 
Independent Variables 
Supervisee trust — 03 —29 03 36 05 65 — 06 —64 
Output control — 03 — 96 — 01 -11 10 113 07 83 
Process control 19 188“ 14 1441 15 174 16 185" 
Supervisor accessibility 15 1401 17 1 66“ – 07 — 81 —05 — 60 
Achievement orientation 29 2 66*** 25 221“ 04 48 14 1 401 
Role ambiguity — 03 —45 — 13 —1 69* — 16 –2 40“ – 19 -2 73*** 
Relevant Interactions 
Supervisee trust 
x Output controla 22 2 62“ — 18 -177* 
x Process control 05 52 —02 —20 
x Supervisor accessibilitya – 34 –3 03*** – 15 —1 541 
x Achievement orientation 34 307*** 25 2 46“ 
x Role ambiguitya 29 3 40*** —11 —1 47t 
R? 36 47 31 37 
Adjusted R? 28 38 24 28 
F-value 4 46*** 5 09*** 4 42*** 423"“ 
Incremental R2 11 06 
F-value for incremental R? 4 86*** 2 80“ 


М 
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tp « 10 (one-tailed) 

*p < 05 (one-tailed) 

**p < 01 (one-tailed) 

***p « 001 (one-tailed) 

aSignificant difference between the two samples (p < 05) 


research (e g , Granovetter 1985, Shapiro 1987), we argue 
that trust carries a risk of betrayal and therefore the positive 
view of trust needs reassessment and extension Consistent 
with this view, the results of the current study highlight the 
message that supervisee trust may not always enhance sales 
performance We show that in some situations, supervisee 
trust may provide the conditions for opportunistic behavior 
that hinders sales performance This occurs largely because 
of the salesperson's interpretation. of the supervisor's 
motives from sales controls and relational behaviors, which 
т turn affects his or her perception of performance risk 
Overall, our results suggest that, theoretically, the potential 
antecedents of supervisee trust may be categorized into four 
groups (1) those that engender supervisee trust and enhance 
its effect on sales performance (e g , achievement orienta- 
tion in both the Chinese and the U 5 samples), (2) those that 
engender supervisee trust but have no effect on and/or hin- 


der its 1mpact on sales performance (e g , process control in 
the Chinese sample, supervisor accessibility in both sam- 
ples), (3) those that do not engender supervisee trust but 
enhance its effect on sales performance (e g , output control 
and role ambiguity in the Chinese sample), and (4) those 
that do not engender supervisee trust but hinder its impact 
on sales performance (e g , output control and role ambigu- 
ity in the 05 sample) Theoretically, our study provides 
Insight into why the antecedents of supervisee trust might 
provide the conditions under which supervisee trust 
enhances sales performance but also under which behaviors 
detrimental to sales performance are likely to occur 

This study suggests that there may be few differences 
between Chinese and US salespeople regarding the 
antecedents of supervisee trust For example, the evidence 
suggests that supervisor accessibility and achievement оп- 
entation influence supervisee trust in both samples The only 
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exception 1s that process control 15 related positively to 
supervisee trust ın the Chinese sample but not in the US 
sample This finding supports the assertion that given their 
relatively high-uncertainty avoidance culture, Chinese 
salespeople may perceive process control as more support- 
ive and nurturing than their US counterparts do Note that 
some researchers have found that process control leads to 
opportunistic behavior 1n the interfirm context (John 1984) 
and that ıt may reduce trust (see Das and Teng 1998) Our 
findings in the Chinese sample contrast with this viewpoint, 
suggesting that the relationship may be culturally specific 

Regarding the moderating hypotheses, the results sug- 
gest that output control ensures a positive impact of super- 
visee trust on sales performance in the Chinese sample This 
finding provides support for arguments made in marketing 
(e 2 , Aulakh, Kotabe, and Sahay 1996), management, and 
social psychology (e g , Brockner et al 1997, Shapiro 1987) 
literature that trust is more important for performance in sit- 
uations of high performance risk, because opportunistic 
behavior becomes unprofitable However, contradicting this 
argument, the opposite effect was found in the US sample 
Several reasons may account for this differential finding 
First, the high uncertainty avoidance 1n China suggests that 
the disadvantages of output control, particularly the shifting 
of performance risk to the employee, may be perceived more 
by the Chinese than their US counterparts Therefore, we 
argue that supervisee trust becomes more important for sales 
performance in the former sample than 1п the latter sample 
Second, there 1s a higher expectation of equity and fairness 
in risk sharing between the organization and the employee in 
high-trust cultures (the United States) Consequently, by 
transferring a disproportionate amount of performance risk 
to salespeople, output control may damage the basis of 
supervisee trust in the United States It may also be that 
because of the lower uncertainty avoidance among US 
salespeople, they are more accepting of the risk of abusing 
trust when performance risk 1s shifted to them (see Doney, 
Cannon, and Mullen 1998) Finally, given their high level of 
individualism, U S salespeople under output control may 
pursue short-term goals through activities that could harm 
customer relationships and overall sales performance in the 
long run These explanations reflect the finding that output 
control might lead to opportunistic behavior depending on 
the salesperson’s acceptance of risk (see Anderson and 
Oliver 1987, p 78) and that output control 1s not always 
optimal (Basu et al 1985) Note that unlike output control, 
process control 1s related positively to sales performance in 
both samples Comparatively, it seems that output control 
has a more limited role 1n sales performance than process 
control, as has been found in other research (see Cravens et 
al 1993) 

Consistent with our hypothesis, supervisor accessibility 
ensures a negative impact of supervisee trust on sales per- 
formance in both samples However, this effect 15 stronger 1n 
the Chinese sample than in the US sample It 1s possible 
that in collectivist/low-trust China, supervisor accessibility 
enhances potential abuse of trust because it reduces perfor- 
mance risk In addition to reducing performance risk, in the 
United States, supervisor accessibility may also be per- 
ceived as interference and “looking over my shoulder” 
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behavior Such a behavior contradicts the expectations of 
salespeople ın such a high-trust and individualist society 
The evidence suggests that achievement orientation ensures 
a positive impact of supervisee trust on sales performance in 
both samples This finding implies that achievement orien- 
tation engenders mutual performance risk and concern for 
the goals of the organization, both of which restrain oppor- 
tunistic behavior (see Granovetter 1985, Tyler and Degoey 
1996) Our findings therefore support the view that achieve- 
ment orientation 1s a vital construct in motivating salespeo- 
ple to refrain from effort aversion 1n a trusting relationship 
(see Kohli 1989) 

Role ambiguity 1mplies that the salesperson faces high 
performance risk and uncertamty Our finding that role 
ambiguity interacts with supervisee trust to enhance sales 
performance in the Chinese sample supports this view Low- 
trust and high-uncertainty avoidance cultures exhibit lim- 
ited information flow between the parties to an exchange It 
therefore appears that role ambiguity enhances the impact of 
supervisee trust on sales performance because 1t increases 
the salesperson's perceived risk from opportunistic behav- 
лог In contrast, our results suggest a negative interaction 
effect in the high-trust and low—uncertainty avoidance con- 
text of the United States, where exchange partners are not 
afraid to share information Because role ambiguity reflects 
a lack of communication about responsibilities, it may be 
that when U 5 salespeople trust their supervisors, they per- 
ceive role ambiguity as a sign of the supervisor's bad faith 
in the relationship Given their high tolerance of risk, our 
finding suggests that they may reciprocate with lower sales 
performance 

In summary, we believe that considering antecedents of 
supervisee trust as moderators of its impact on sales perfor- 
mance ensures a more insightful understanding of the rela- 
tionship between supervisee trust and sales performance 
The different findings ın the two samples suggest that 
antecedents of supervisee trust may have positive or nega- 
tive implications for sales performance when matched with 
supervisee trust, depending on the national context Theo- 
retically, our study broadens current conceptualizations of 
the impact of supervisee trust on sales performance into 
low- and high-trust societal contexts It offers new avenues 
for critical study of trust, 1ts antecedents, and its linkage 
with performance in the current context as well as in other 
marketing contexts by both managers and researchers 


Managerial Implications and 
Further Research 


Managerial implications 


Reeder (1987) suggests that to ensure the success of their 
businesses in China, Western managers need to take the пите 
to build trust with their workers Our theoretical framework 
and results have implications for these and other managers 
First, our framework 1s a challenge to the normative view 
that trust 1s good for performance Supervisee trust in this 
study and various forms of trust in other studies did not 
exhibit a direct, positive relationship with performance Our 
results caution managers that an unquestionable positive 


view of trust may be too simplistic As our findings show, 
supervisee trust may be good, but it 15 only conditionally 
good, because its antecedents may offer potential conditions 
for 1t to hurt sales performance (see Granovetter 1985, 
Shapiro 1987) 

Second, our findings have some 1mplications for super- 
vising the sales force 1n low- and high-trust societies. In 
low-trust societies, trust 1s of utmost importance in 
exchange relationships not only because of its rarity but also 
because transaction costs are high and time and energy are 
required to monitor and check for opportunistic behavior 
Because people 1n these societies tend to have high uncer- 
tainty avoidance, they are likely to protect themselves by 
communicating less information and taking conservative 
actions The results from the Chinese sample inform man- 
agers that by using controls and behaviors that reduce the 
salesperson’s perceived performance risk, supervisors may 
unwittingly reduce the potential for their benevolence 
(supervisee trust) to enhance sales performance This is 
because salespeople may perceive greater gains than losses 
from opportunistic behavior under such conditions In con- 
trast, when managers use controls and behaviors that shift 
performance risk to the salesperson, they encourage more 
trustworthy behavior that enhances sales performance This 
1s a radical suggestion, but it 15 consistent with the theoreti- 
cal logic that only under conditions in which opportunistic 
behavior 15 self-defeating will an exchange partner attach 
greater importance to trust and refrain from abusing trust 
(Noteboom, Berger, and Noorderhaven 1997) However, our 
findings from the United States suggest caution in shifting 
disproportionate performance risk to the salesperson Given 
that US salespeople are individualists ın a high-trust envi- 
ronment, have better coping strategies, and can tolerate risk, 
they are less willing to shoulder disproportionate perfor- 
mance risk for reasons of fatrness and equity Thus, unlike 
in China, the results suggest that output control and role 
ambiguity may combine with supervisee trust to hinder sales 
performance in the United States It appears that in the U S 
context, output control and role ambiguity may violate the 
basis of supervisee trust 

The preceding discussion implies that in both low- and 
high-trust societies, managers should view more critically 
the implications of sales controls and relational behaviors 
for the development and efficacy of supervisee trust As we 
have shown, social exchange theory suggests that trust 
evolves over time on the basis of a series of observations, 
experience, and repeated interactions (see Mayer, Davis, and 
Schoorman 1995) Because it takes time to build supervisee 
trust and make it effective, the situations described in this 
study 1nvolve potential trade-offs and should be carefully 
crafted For example, our findings imply that in both China 
and the United States, managers must enhance their accessi- 
bility to salespeople when they want to build trust (perhaps 
at the initial stage of the relationship) However, they must 
reduce such accessibility after trust has been built They 
must also use an achievement orientation style to build and 
enhance the effect of supervisee trust. However, unlike in 
the high-trust context of the United States, in the low-trust 
context of China, output control may need to be emphasized 
when supervisee trust has already been built This is because 


it is likely to prevent opportunism and thus enhance the 
1mpact of supervisee trust on sales performance To build 
supervisee trust in the low-trust and collectivist Chinese 
context, managers may need to emphasize process control 
The logic 15 that the Chinese attach greater importance to the 
care, support, and nurturing benefits of process control than 
to the loss of autonomy and self-control implied by this con- 
trol method (see Oliver and Anderson 1994) 

In summary, accepting that China 1s a low-trust society 
and the United States 15 а high-trust society, our study sheds 
some light on what 15 likely to happen more generally in 
supervisor—subordinate relationships 1n low- and high-trust 
environments (e g, low-/high-trust sectors and organiza- 
tions 1n high-/low-trust cultures) In both low- and high-trust 
contexts, managers may need to give attention to factors that 
engender supervisee trust and enhance its effectiveness on 
sales performance (e g , achievement orientation) when the 
objective 15 to build trust and at the same time enhance its 
impact on sales performance In a low-trust context, if trust 
has already been built, managers may need to focus on fac- 
tors that do not engender supervisee trust but enhance its 
effect on sales performance (e g , output control and role 
ambiguity) In a high-trust context, however, these factors 
may be detrimental to performance because they suggest a 
lack of equity and fairness in the exchange relationship If 
managers are interested only ın building trust, our results 
suggest that they may need to focus on factors that engender 
supervisee trust irrespective of their impact on из effective- 
ness (e g , process control in China, supervisor accessibility 
and achievement orientation ın both samples) These impli- 
cations suggest that supervisee trust (and other forms of 
trust) may involve a dilemma and that managers must per- 
form a delicate balancing act in building and ın enhancing 
its effectiveness 1n different cultures As Shapiro (1987, p 
651) comments, 


The paradox of trust 15 akin to the choice between Type I 
and Type II errors Should procedural constraints of trust 
be set so narrowly that desirable agency behavior is 
deterred or so flexibly that inappropriate behavior 15 toler- 
ated? Most often, principals equivocate they really hope 
that trustees do not take their instructions too literally yet 
simultaneously fear that they will not 


We hope that the results of our study make this dilemma 
more manageable 


Limitations and Further Research 


Even though our research extends and enriches the market- 
ing literature, ıt has several limitations that must be taken 
into account in the interpretations of the findings First, pre- 
vious research has shown that honesty 1s an important 
dimension of trust in marketing exchanges, but our study 
does not address this line of inquiry Our focus on the benev- 
olence dimension of trust and the omission of the honesty 
dimension of trust represent a missed opportunity We 
believe that a comparison of the antecedent and interactive 
effects of the two dimensions of trust would have yielded 
useful insights This 15 an important issue for further 
research Despite this limitation and future research direc- 
tions, our omission of the honesty dimension of trust does 
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not invalidate the empirical results, because previous 
research suggests a strong correlation between the two 
dimensions Furthermore, it could be argued that a trust 
scale comprising both benevolence and honesty 1tems has a 
higher content validity than do scales measuring only a sin- 
gle dimension (see Geyskens, Steenkamp, and Kumar 1998, 
p 234) Therefore, we acknowledge that we may have 
obtained stronger relationships if our trust scale comprised 
both benevolence and honesty items However, we believe 
that the strong association between the two dimensions 
found in previous studies provides a good foundation for 
arguing that our empirical results still appropriately illus- 
trate actual associations 6 

Second, the study focused on the supervisor— 
salesperson relationship in the context of selling the most 
recent new product introduced by the firm Therefore, we 
make no claims about the generalizability of the findings 
beyond this context Third, the study identified relation- 
ships, not causes, because It 1s cross-sectional We therefore 
cannot rule out the possibility that the hypothesized rela- 
tionships could be reversed For example, it could reason- 
ably be argued that low supervisee trust could lead to higher 
role ambiguity Fourth, factors other than those examined 
here may influence the formation and efficacy of supervisee 
trust Of particular importance 1s opportunistic behavior that 
underlies our theoretical arguments, which we did not mea- 
sure We found that supervisee trust is unrelated to sales per- 
formance in both the Chinese and US samples Perhaps the 
relationship 15 not direct but rather indirect through other 
variables Another limitation of our study therefore 1s that 
we did not examine potential mediators, such as salespeo- 
ple's effort, commitment, and perceptions of fairness and 
equity Further research should expand our understanding by 
investigating these and other specific mechanisms through 
which supervisee trust affects sales performance Ме also 
note that in each of the two samples, two constructs dis- 
played average variance extracted estimates below the rec- 
ommended level of 50 Although this 1s not uncommon with 
marketing constructs (see Netemeyer et al 1997), it suggests 
that the domains of these constructs require further develop- 





6We owe these ideas to an anonymous reviewer 





ment and refinement Finally, we administered the question- 
naire on-site in China In contrast, we collected the US data 
through a mail survey Although we do not believe this 1nflu- 
enced the results, we cannot completely discount the 
possibility 

Beyond these limitations, our results point to two other 
directions for further research First, our study argues for 
more critical study of supervisee trust and its antecedents in 
further research Our categorization of the antecedents of 
supervisee trust suggests that a more promising avenue of 
research is the investigation of factors that are positive 
antecedents of supervisee trust and at the same time are pos- 
itive moderators of its impact on sales performance Simi- 
larly, in the future, attention should be focused on factors 
that may not engender supervisee trust but nevertheless 
enhance its impact on sales performance Research that 
uncovers more of these two groups of factors ın the inter- 
personal and organizational contexts will provide value to 
practitioners A second promising line of research is to 
extend the conceptual model investigated here to the mar- 
keting channel relationships and other interorganizational 
contexts In comparison with the supervisor—salesperson 
dyad, research on trust ın the interorganizational context 15 
far more advanced in the marketing literature Yet as we 
mentioned previously, this stream of research has been crit- 
1cized for focusing too much on antecedents of trust and 
paying little attention to the 1nteractions between trust and 
other relationship factors for their performance implications 
(Geyskens, Steenkamp, and Kumar 1998) 


Conclusion 


This study appears to be one of the few investigating the 
effects of sales controls and supervisor behaviors on super- 
visee trust and their contingent effects on the linkage between 
supervisee trust and sales performance Our results indicate 
that supervisee trust does not translate into sales performance 
in all conditions Rather, they suggest that supervisee trust 
must be managed with a careful attention to the potential 
trade-off effects of its antecedents We believe that this study 
opens up new lines of research and hope it inspires more 
scholars to undertake studies on the contingent value of trust 





APPENDIX 
CFA Results of Measures 
CDI Suc DM UM MEE —— A 
Chinese Sample U.S. Sample 
Standardized Standardized 
Factor Factor 

Constructs, Sources, and Measurement Items Loading t-Value Loading t-Value 
Model 1 
Sales Performance (Sujan, Weitz, and Kumar 1994) 
(Chinese sample а = 88, CR = 75, AVE = 50, 

US sample а = 92, CR = 89, AVE = 59) 
1 Contributing to your company's gaining significant 

market share 7 7 82 84 11 64 
2 Generating a high level of sales 63 6 03 92 13 38 
3 Quickly generating sales from the new product 88 971 75 9 99 
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Continued 
Chinese Sample U.S. Sample 
Standardized Standardized 
Factor Factor 

Constructs, Sources, and Measurement Items Loading t-Value Loading t-Value 
4 Identifying major accounts and selling to them 81 8 72 73 9 56 
5 Exceeding sales targets 73 801 85 11 86 
6 Assisting your sales supervisor in achieving his/her 

objectives 51 5 90 77 10 26 


Output Control (Adapted from Jaworski and Maclnnis 


(Chinese sample a= 76, СА = 87, AVE = 56, 
US sample а = 87, CR = 84, AVE = 53) 


My pay increases and other tangible rewards depend 

on how my performance compares with goals 80 11 52 66 832 
If my performance goals are not met, | wili be asked 

to explain why 71 9 66 66 822 
Performance evaluations of salespeople place primary 

weight on results 75 10 47 71 9 09 
My pay increases and other tangible rewards depend 

on the degree to which І achieve specific goals set 80 11 52 88 12 22 
My immediate supervisor monitors the extent to which 

| achieve my performance goals 68 9 12 88 12 17 
| receive feedback from my immediate supervisor on 

the extent to which | have achieved my goals а 

Specific performance goals are established for my job а 


_ 


мо пл Aà о м 


Process Control (Adapted from Jaworski and Macinnis 
1989) 

(Chinese sample a= 79, CR = 79, AVE = 40, 
US sample a= 81, CR = 84, AVE = 46) 


My pay increases and other tangible rewards depend 


-à 


on how well i follow sales procedures 76 10.29 71 8 59 
2 Му pay increases and other tangible rewards depend 

on my knowledge of selling procedures 70 9 23 59 6 86 
3 My immediate supervisor monitors the extent to which | 

follow established procedures 59 7 36 77 9 21 
4 My immediate supervisor evaluates procedures we use 

to accomplish the task of selling 67 875 80 9 68 
5 My immediate supervisor modifies the procedures if 

desired results are not obtained .52 6 38 68 8 08 
6 Primary weight in evaluating salespersons' performance 

is placed on sales behavior 49 598 74 9 01 


7 Salespeople are accountable for their actions in selling 
regardless of the results they achieve а 
8 1 receive feedback on how | accomplish my goals а 


Model Fit Indices 


China x? = 189 07 (p = 0), хаја f = 1 68, RMSEA = 05, GFI = 89, CFI = 92 
US у2=268 34 (p= 0), x?/df = 2 39, RMSEA = 07, GFI = 87, CFI = 89 


Model 2 





Supervisee Trust (McAllister 1995) 
(Chinese sample а = 88, CR = 89, AVE = 61, 
US sample a= 87, CR = 86, AVE = 57) 


1 My supervisor and | have a sharing relationship, we 
freely share our ideas, feelings, and hopes about the 


work we do 86 11 63 82 10 68 
2 [can freely talk to him/her about difficulties | am 

having at work and know that he/she wants to listen. 87 1197 86 1287 
3 If | share my problems with my supervisor, | know 

he/she would respond constructively and caringly 77 10 90 94 14 84 
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Continued 
Chinese Sample U.S. Sample 
Standardized Standardized 
Factor Factor 
Constructs, Sources, and Measurement items Loading t-Value Loading t-Value 


4 We both would feel a sense of loss if we could no 

longer work together 76 10 71 55 715 
5 | would have to say, my supervisor and | have made 

considerable emotional investments in our working 

relationship 77 10 84 52 6 82 


Supervisor Accessibility (Adapted from Oliver and 
Anderson 1994) 

(Chinese sample a= 84, CR = 88, AVE = 65, 
US sample а = 89, CR = 90, AVE = 70) 


1 My supervisor is available to meet with me 75 10 61 54 7 11 
2 My supervisor spends time with me 79 1134 93 15 26 
3 My supervisor makes joint sales calls with me 83 12 27 95 15 89 
4 My supervisor observes my performance in the field 85 12 62 86 13 30 


Achievement Orientation (Adapted from Oliver and 
Anderson 1994) 

(Chinese sample a= 84, CR = 91, AVE = 71, 
US sample а = 78, CR = 75, AVE = 43) 


1 My supervisor shows that he/she has confidence in 


my ability to meet most objectives 91 13 78 74 9 48 
2 My supervisor lets me know he/she expects me to 

perform at my highest level 81 11 74 74 9 64 
3 My supervisor consistently sets challenging goals for 

me to attain 78 11 19 52 6 30 
4 My supervisor encourages continual improvement in 

my performance 87 12 79 61 7 27 


Role Ambiguity (Singh and Rhoads 1991) 
(Chinese sample a= 93, CR = 91, AVE = 61, 
US sample а = 87, CR = 86, AVE = 59) 


1 | am not sure how much service | should provide to 


customers 76 10 85 84 12 30 
2 Lam not sure which specific company strengths | 

should present 78 1127 80 11 40 
3 | am not sure which product benefits | should highlight 

to customers 84 12 68 68 9 12 
4 | am not sure how | am expected to handle customer 

objections 78 1137 69 9 29 
5 | am not sure how | am expected to handle unusual 

customer problems and situations 80 11 59 69 9 21 
6 l| am not sure how | am expected to interact with 

customers 74 10 39 70 9 44 


Model Fit Indices 
China 72 = 248 32 (p = 00),x2/df = 1 73, RMSEA = 05, GFI = 87, CFI = 94 





US 42227031 (p= 00), ха/4 1 = 194, RMSEA = 07, GFI = 85, CFI = 93 
Model 3 
Product Complexity (Bello and Gilliland 1997) | 
(Chinese sample a= 81, СА = 77, AVE = 54, 
US sample а = 82, СА = 69, AVE = 63) 
1 Simple/unsophisticated-sophisticated .64 7 90 69 10 04 
2 Nontechnical-highly technical 78 9 49 91 13 92 
3 Low engineering content-high engineering content 77 9 41 77 11 30 
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Continued 
LL MÀ 
Chinese Sample U.S. Sample 
Standardized Standardized 
Factor Factor 

Constructs, Sources, and Measurement items Loading t-Value Loading t-Value 
Competitive Intensity (New Scale) 
(Chinese sample а = 88, СА = 87, AVE = 71, 

US sample a = 78, СА = 77, AVE = 53) 
1 Few-many competitors 90 13 49 72 9 81 
2 Weak-strong competition 84 12 19 78 1067 
З Few-many competing products 78 11 10 70 9 59 
Market Volatility (Adapted from Bello and Gilliland 1997) 
(Chinese sample о = 73, CR = 72, AVE = 40, 

US sample a= 82, СА = 82, AVE = 53) 
1 Stable-unstable 65 772 70 9 89 
2 Certain-uncertain 70 838 65 893 
3 Changes slowly—changes rapidly 61 7 16 79 11 37 
4 Predictable-unpredictable 56 6 49 78 11 21 


Model Fit Indices 

China 2 = 51 75 (p= 01), x?/df = 161, RMSEA = 05, GFI = 94, CFI = 96 
US xy225082 (p= 01), x?/d f = 1 58, RMSEA = 05, GFI = 95, CFI = 97 
altems deleted because of high cross-loadings 

Notes CR = composite reliability, AVE = average vanance extracted 
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Rajdeep Grewal & Ravi Dharwadkar 


The Role of the Institutional 
Environment in Marketing Channels 


Set within the political economy framework, marketing channels literature predominantly has used an efficiency- 
based task environment perspective and largely overlooked a legitimacy-based institutional environment approach 
in studying channel attitudes, behaviors, processes, and structures The purpose of this article 15 to highlight the 
importance of the institutional environment and develop a comprehensive conceptual framework that incorporates 
the institutional environment into current marketing channels research The institutional environment perspective 
relies on the primacy of (1) regulatory institutions (e g , laws), (2) normative institutions (e g , professions), and (3) 
cognitive institutions (e g , habitual actions) in influencing the legitimacy of channel members Using institutional 
theory, the authors augment the current task environment approach by developing three institutional processes and 
their underlying mechanisms and elaborating on how these institutions might influence channel relationships The 


article ends by laying out a research agenda and highlighting managerial implications 


implications of the macroenvironment for microdyadic 

channel structures and processes using the political econ- 
omy framework (Achrol, Reve, and Stern 1983, Frazier 
1999, Hutt, Mokwa, and Shapiro 1986, Stern and Reve 
1980) In most of these studies, researchers implicitly have 
ascribed active choice behavior to channel constituents 
while stressing efficiency in managing channel relation- 
ships Specifically, scholars have considered the implica- 
tions of environmental uncertainty and/or dependence on 
environmental resources for dyadic sentiments (such as con- 
flict and cooperation, Dwyer, Schurr, and Oh 1987), power 
balances (such as power—dependence relationships, Frazier 
1983b), and relationships with extradyadic entities (such as 
regulators and other actors, Dutta, Heide, and Bergen 1999) 
from a traditional economic efficiency perspective In the 
process, researchers have largely overlooked the ubiquitous 
influence of the institutional environment and how inter- 
organizational relationships such as marketing channels are 
embedded 1n the larger social context (Granovetter 1985) 
Recent advances ın organization theory suggest that organı- 
zations strive for both economic fitness, which emphasizes 
the competition for scarce resources and underscores the 
importance of the task environment, and social fitness, 
which stresses the pursuit of legitimacy in the eyes of impor- 
tant societal stakeholders and accentuates the significance of 
the institutional environment (DiMaggio and Powell 1983, 
Oliver 1991, Scott 1987) However, limited research in the 


| n the past two decades, many scholars have assessed the 
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political economy domain has explicitly addressed the 
implications of the social context for channel behaviors 
The purpose of this article 1s to develop a conceptual 
framework that incorporates the institutional environment 
into current marketing channels research The institutional 
environment perspective relies on the primacy of (1) regula- 
tory institutions (e g , laws), (2) normative institutions (e g , 
professions), and (3) cognitive institutions (e g, habitual 
actions) m influencing the legitimacy of channel members in 
the larger societal context ! We augment the political econ- 


1То illustrate the broad influences of the institutional environ- 
ment on the political economy of channels, we briefly consider dis- 
tribution channels in Japan (Batzer and Laumer 1989, Czinkota and 
Woronoff 1991, Herbig 1995) The well-publicized complexities in 
the Japanese distribution system and the emergence of cognitive 
institutions, such as the powerful kerretsu systems, can be traced to 
the Tokugawa era 1n the seventeenth century (Fahy and Taguchi 
1995) The evolutionary nature of channel interactions during the 
past four centuries has caused these cognitive institutions to over- 
shadow market factors (such as efficiency and price) by creating 
socially accepted cultural accounts of channel relationships (Hel- 
weg 2000) In addition to the cognitive bases of inefficiencies 1n the 
Japanese distribution system, the normative institutional forces of 
social welfare also affect channel management 1n Japan The retail 
trade serves as a proxy for social welfare because it employs excess 
labor and provides income for retirees. As a result, many small, sub- 
optimal retail organizations have the societal approval not only of 
the general public but also of Japanese wholesalers and manufac- 
turers (Czinkota and Woronoff 1986) These cognitive and norma- 
tive institutions are supplemented by regulative institutions (such as 
governmental regulations) that protect small retailers with laws 
such as the Large-Scale Retail Store Law, according to which retail 
stores larger than a certain prespecified size must obtain govern- 
mental approval (Cateora 1995) The current state of historical evo- 
lution, societal needs, and regulatory processes in Japanese distrib- 
ution channels must be considered in the larger institutional context, 
1n which both efficiency and legitimacy concerns arising from soci- 
etal attitudes and expectations 1nfluence the nature of the relation- 
ships among vanous channel constituents. Such institutional influ- 
ences are not exclusive to Japan and help define the context in 
which channel relationships evolve 
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omy framework by developing three institutional processes 
(regulating, validating, and habitualizing) that lead to the 
formation of the these institutions (regulatory, normative, 
and cognitive, respectively) We suggest that the institu- 
tional processes result 1n institutional pressures (1mposition 
and 1nducements for regulating, authorizing and acquisition 
for validating, and imprinting and bypassing for habitualiz- 
ing) and that these institutional pressures influence channel 
structures and processes To illustrate the nature of the influ- 
ence of institutional pressures on channel structures and 
processes, we develop illustrative propositions Moreover, 
throughout this article, we refer to various examples of insti- 
tutionally driven channel characteristics with respect to the 
United States (e g , automobiles), Japan (e р, ketretsu sys- 
tems), France (e g , agricultural products), China (e g , man- 
ufacturing), and other countries that demonstrate the utility 
and applicability of the institutional perspective developed 
herein 

Our research makes three contributions that advance 
understanding of the influence of the institutional environ- 
ment on marketing channels First, we 1dentify the various 
institutions in the institutional environment and highlight the 
processes by which they influence channel dyads This 
process framework, when combined with the task environ- 
ment perspective, provides a more holistic conceptualization 
of the macroenvironment in the political economy frame- 
work Second, we elucidate the influences of the mechanisms 
used by the institutions on marketing channels We thereby 
demonstrate the utility of the institutional perspective. in 
explaining internal economy and polity issues that heretofore 
may have been considered only from an economic efficiency 
standpoint Third, we contribute to institutional theory litera- 
ture by developing a process-based typology of institutional 
environments Such a typology adds to the existing outcome- 
based typologies by providing richer insights into the methods 
by which features of institutional environments are formed 


Institutional Environments In and 
Around Marketing Channels 


To position the institutional environment perspective with 
respect to the political economy framework, we briefly review 
extant research that highlights the dominant efficiency-based 
research streams (for a detailed review, see Frazier 1999) and 
then develop a conceptual framework that could account for 
social context by considering all pervasive institutional envi- 
ronments in and around marketing channels Most research 
on marketing channels builds on the political economy frame- 
work, in which the channel dyad 1s a social system influenced 
by economic and sociopolitical forces (Stern and Reve 1980) 
Researchers have focused explicitly on internal economic 
structures and processes, internal sociopolitical structures and 
processes, and the external economic environment (Achrol, 
Reve, and Stern 1983) They also have extended this frame- 
work to develop the concept of parallel political marketplaces 
operating in the environment of a channel dyad (Hutt, 
Mokwa, and Shapiro 1986) However, we believe that mar- 
keting channels research has overlooked the ubiquitous influ- 
ence of the institutional environment 


Internal economy researchers have examined economic 
structures ranging from spot transactions to vertically inte- 
grated distribution channels Set within the transaction cost 
economics framework (Rindfleisch and Heide 1997), this 
research has found that asset specificity (е g , Anderson and 
Coughlan 1987), environmental uncertainty (е g, John and 
Weitz 1988), and scale economies (e g , Klein, Frazier, and 
Roth 1990) influence the level of vertical integration In exam- 
1ning economic processes (1 e , the nature of decision-making 
mechanisms used by channel constituents, Stern and Reve 
1980, pp 55-56), researchers have found that centralization, 
formalization, and participation influence the functioning of 
channel relationships (e g , Dwyer and Oh 1987, John 1984) 

Internal polity research (1e, the nature of the power— 
dependence relationships among channel constituents, Stern 
and Reve 1980, р 57) has studied the possession, use, and 
effects of the power of one channel member over another 
(е g , Anderson and Weitz 1992, Frazier. 1983b), the impli- 
cations of the nature of dependence on channel member atti- 
tudes (e g , Kumar, Scheer, and Steenkamp 1995, Lusch and 
Brown 1996), and the performance consequences of control 
mechanisms (e g , Bello and Gilliland 1997, Celly and Fra- 
zier 1996) In understanding sociopolitical processes (1e, 
the dominant channel sentiments), researchers have con- 
cluded that conflict (e g , Frazier and Rody 1991), commut- 
ment (e g , Morgan and Hunt 1994), and social norms (e g , 
Heide and John 1992) influence channel attitudes 

Beyond the microdyadic issues, channel researchers have 
scrutinized the implications of the external economic envi- 
ronment for dyadic structures and processes Using the task 
environment approach, two separate domains of research 
that mirror developments in organization theory have 
evolved simultaneously (Aldrich 1979, Pfeffer and Salancik 
1978) The first domain considers the environment as an 
information source, which results 1n the problem of uncer- 
tainty about external conditions (Aldrich 1979) Research in 
this tradition has studied the impact of environmental het- 
erogeneity and variability on channel structures and 
processes (e g , Achrol and Stern 1988, Dwyer and Welsh 
1985) The second domain, based on resource dependence 
theory, considers the task environment a stock of resources 
and raises the 1ssue of channel member dependence on the 
environment for critical resources (Pfeffer and Salancik 
1978, see also Achrol and Stern 1988, Dwyer and Oh 1987) 

Although the external polity of marketing channels has 
been recognized in the political economy framework, the 
institutional aspects of the external polity have not been 
accorded their due importance in research. Even though 
some scholars have addressed a few facets of the external 
polity in terms of the regulatory environment, parallel econ- 
оту, or institutional environments in isolation, they have 
1gnored the implications of the broad array of these institu- 
tional influences on the internal polity and economy of mar- 
keting channels (Hutt, Mokwa, and Shapiro 1986, McCam- 
mon 1971, Stern and Brown 1969) For example, scholars 
have recognized that social norms develop within a broader 
institutional context, but they have not examined the tnstitu- 
tional processes through which such norms develop (Achrol 
1997, Anderson and Narus 1990, Heide and John 1992) 
Also, scholars have recognized that channels adopt pre- 


itr 
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scribed behavior on the basis of regulatory forces and/or 
normative reference organizations, but no research has 
delved into the institutional specifics of such adoptions 
(Bridges 1971, Gill and Stern 1969) We maintain that 1nsti- 
tutional environments have received limited theoretical and 
empirical attention because of the lack of a comprehensive 
framework that can enable researchers to assess the implica- 
‘tions of the institutional environment in an orderly manner 


Institutional Environment 


Many organizational theorists have argued that traditional 
environmental approaches ignore not only the institutional 
influences on actors 1n an organizational system but also the 
manner in which institutional bases are imported into orga- 
nizations as underlying invisible assumptions We rely on 
research in institutional theory (DiMaggio and Powell 1983, 
Meyer and Rowan 1977, Scott 1987) to redefine the notion 
of environment and complement environmental research on 
the political economy framework 

A conceptual framework depicting the relationship 
between the various facets of the institutional environment 
and the internal political economy of marketing channels 
appears in Figure 1 Institutional environments refer to the 
processes of institutionalization and corresponding institu- 


tions (external as well as invasive) and mechanisms of influ- 
ence that pertain to legitimacy in a particular societal con- 
text. Legitimacy, the key demand factor in assessing social 
fitness, “15 a generalized perception or assumption that the 
actions of an entity [channel member] are desirable, proper, 
or appropriate within some socially constructed system of 
norms, values, beliefs, and definitions" (Suchman 1995, p 
574) Unlike the task environment approach, with its empha- 
sis on uncertainty and dependence reduction, the institu- 
tional approach focuses on the necessity of organizational 
legitimacy This concern with social fitness leads to the 
development of processes that result 1n the formation of 
institutions. and the emergence of corresponding institu- 
tional. mechanisms that influence the internal polity and 
economy of marketing channels The political process of 
making public policy (Kelman 1987), the communal process 
of the emergence of societal norms (Selznick 1984), and the 
cognitive process of habit formation (Berger and Luckmann 
1967) all represent examples of institutionalization 
processes 

The institutions. that result from institutional processes 
(such as formation of rules, laws, certification, accreditation, 
prevalence, and precedence) have two underlying character- 
istics (1) They can be identified in terms of patterns (Jep- 
person 1991), and (2) they have the ability to recur by repro- 


FIGURE 1 
Institutional Environment and Marketing Channels 
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ducing themselves (Friedland and Alford 1991) Most insti- 
tutions arise in response to pressures and conditions of a 
particular era Some of the pressures and conditions may be 
temporary, whereas others may be permanent However, 
when the 1nstitutions (such as regulatory agencies, profes- 
sional associations, or habits) are in place, they tend to 
change slowly and incrementally In the long run, such adap- 
tations may be far from ideal, and the societal players may 
need to adjust their behaviors to institutions, rather than vice 
versa 

The institutions use various mechanisms at their dis- 
posal to describe the rules, expectations, and habitualized 
actions to which organizations must conform to receive 
legitimacy (Scott and Meyer 1983) In doing so, they simul- 
taneously empower and constrain, they provide organiza- 
tions with avenues for pursuing activities consistent with 
predefined patterns of conduct while stifling innovation and 
creativity by precluding some activities (Fararo and 
Skvoretz 1986) When the institutions and processes of 
institutionalization that influence channel behaviors, struc- 
tures, and processes are taken together, they form the insti- 
tuttonal environment As a caveat, in highlighting the differ- 
1ng emphases (task environment and efficiency versus 
institutional environment and legitimacy), ıt 1s tempting to 
categorize the two types of environments 1п a dichotomous 
manner Such a distinction would be rather superficial, 
because institutional and task factors are likely to influence 
each other This interaction, however, 15 beyond the scope of 
this article Therefore, we focus on the implications of the 
institutional environment for channel relationships and 
acknowledge that the interplay between the two types of 
environments should be addressed 


Underlying Processes, Institutions, and 
Mechanisms 


Most institutional theorists recognize three broad sets of 
institutions and corresponding legitimacy concerns (DiMag- 
gio and Powell 1983, Suchman 1995) Furst, regulative insti- 
tutions include regulatory bodies that can influence channels 
to behave in certain ways (patterns) again and again (regen- 
eration) Regulative institutions focus on the pragmatic 
legitimacy concerns of channel members 1n managing the 
demands of regulators and governments (Kelman 1987, Fig- 
ure 1) In most cases, the basis of compliance 1s expedience, 
and noncompliance can result in either direct or indirect reg- 
ulatory sanctions Second, normative institutions include 
trade associations, professional assoctations, accreditation 
agencies, or professions themselves that can use social 
obligation requirements to induce and regenerate patterns 
within channels Normative institutions are concerned with 
procedural legitimacy and require channel members to 
embrace socially accepted norms and behaviors (Selznick 
1984, Figure 1) The basis of compliance in this case derives 
from social obligations, and nonadherence can result in soci- 
etal and professional sanctions Third, cognitive institutions 
represent culturally supported habits and exert subtle influ- 
ences on channel behaviors, which then tend to be repeated 
In most cases, they are associated with cognitive legitimacy 
concerns that are based on some taken-for-granted cultural 
account of channel management (Berger and Luckmann 


1967, Figure 1) Compliance 1п the case of cognitive legiti- 
macy concerns 1s due to habits, channel members may not 
even be aware that they are complying 

To study how the institutional environment influences 
the internal polity and economy of marketing channels, we 
turn our attention to the processes of institutionalization that 
result in the formation of the previously mentioned institu- 
tions and their subsequent impact on channels (Bakke 1955, 
Selznick 1984) On the basis of the differing nature of insti- 
tutions and their legitimacy concerns, we conceptualize the 
corresponding institutional processes in terms of the (1) cre- 
апоп of obvious forces stemming from regulatory bodies 
(processes of regulating), (2) development of midrange pres- 
sures to comply with societal expectations of voluntary asso- 
ciations and professions (processes of validating), and (3) 
importation of the invisible and habitual aspects of social 
reality (processes of habitualizing) In each of the three 
cases, the processes use different mechanisms to govern 
channel actions by establishing predefined patterns of con- 
duct and guide channel behavior in specific directions. Taken 
together, the three processes and their associated mecha- 
nisms elucidate the institutional environment that governs 
channel attitudes, behaviors, processes, and structures 


Processes of Hegulating 


Regulating processes result in the evident interactions 
between channel members and regulatory institutions Some 
regulatory institutions (e g , governments at federal, state, 
and local levels, the legal system) exist to ensure stability, 
order, and continuity of societies (Arndt 1979, Kelman 
1987) Others (such as the Federal Communication Com- 
mission, the Federal Trade Commission, and the Bureau of 
Alcohol, Tobacco, and Firearms) are created specifically to 
ensure social welfare, promote fair competition, or protect 
the weaker elements of society However, the definition and 
conceptualization of social welfare, competition, or weak 
elements vary across societies (Kostova and Zaheer 1999, 
Krapfel 1982) These institutions arise in the context of their 
time and are influenced by the structure of the political mar- 
ketplace (Benson 1975, Cook 1977) The structure of the 
political marketplace 15 manifest in (1) the relative power of 
the various societal constituents, (2) the extent of linkages 
among these constituents, including the interconnectedness 
and multiplicity of demands made by them, and (3) the soci- 
etal support garnered by these constituents at large (Hutt, 
Mokwa, and Shapiro 1986) 

Over time, these institutions begin to act as interpreters 
and enforcers of laws, 1n that capacity, they interact with 
various channel members or their representatives Two pri- 
mary mechanisms used by regulatory institutions to influ- 
ence the structures and processes of channels are imposition 
and inducements Although channel structures and 
processes can evolve by the volition of channel members, 
regulatory institutions often are sufficiently powerful to 
impose direct constraints, in the form of authoritative 
orders, or indirect constraints through rigorous rules and 
regulations Alternatively, when regulatory institutions do 
not possess the ability to institute legal constraints, they 
may be inclined to provide valued inducements and influ- 
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ence the internal economy and polity of marketing 
channels 


Imposition Regulative institutions use coercive power 
when they perceive that channel members’ efforts are in 
conflict with the larger societal good When this occurs, the 
societal response 1s to create institutional elements with the 
coercive ability to manage the socially illicit aspects of 
channel functioning These institutional elements use their 
authority to interpret societal standards and impose con- 
straints on channel structures and processes Although such 
constraints may impinge on economic efficiency, neoclassi- 
cal economic theory shows that they are beneficial to soci- 
ety at large (Oliver 1991) Cases in point include the regula- 
tion and subsequent deregulation of the telephone industry 
due to changing perceptions about the monopoly power of 
AT&T (Hall and Clark 1984, Yang 1997) and the Food and 
Drug Administration's regulations governing the sale, distri- 
bution, advertising, and promotion of cigarettes (Dwyer 
1996, Rosenfield 1996) 

Channel members can respond to such constraints by 
either resisting or accepting them Frequently, channel con- 
stituents meet such impositions with resistance and institute 
cosmetic changes to ward off the unwanted consequences of 
noncompliance (Stern, El-Ansary, and Coughlan 1996) 
However, when enacted as laws, these constraints are likely 
to force channels to make necessary changes ın their struc- 
ture and processes (DiMaggio and Powell 1983) For exam- 
ple, cigarette manufacturers initially opposed the regulation 
of their distribution channels Nonetheless, with changing 
times and new information about possible health risks to 
smokers becoming widely available, regulatory bodies have 
been able to influence the distribution arrangements ın the 
cigarette industry significantly, and cigarette makers no 
longer can overlook issues related to addiction in minors 
These institutional forces, which originate in regulatory 
bodies and consumer forums, are responsible for the штро- 
sition of certain channel structures (e g , limits on selling 
tobacco products through vending machines) 


Inducements Regulatory constituents often do not pos- 
sess the power or authority to impose structural definitions 
on channels However, these institutional bodies might be ın 
the position to provide strong inducements for channel con- 
stituents to conform to their wishes (Meyer and Scott 1992) 
Inducement mechanisms create structural changes by pro- 
viding incentives (or disincentives) to channel members for 
conforming (or not conforming) to the demands of the 
agency that 1s offering the inducement Funding decisions 
by government and other institutional agents fall within this 
purview Government funds come with the added require- 
ment that the recipient organization provide detailed evi- 
dence with respect to structural and/or procedural confor- 
mity (Scott 1987) 

Incentives provided in the form of subsidies by federal and 
state governments to multinational corporations (MNCs) and 
disincentives ın the form of tariff or administrative trade barri- 
ers are examples of some common inducement mechanisms 
Typically, such subsidies and barners influence the physical 
flow of products and the formation of channel structures of 
multinational subsidiaries in the host country These 1nduce- 
ment mechanisms emerge when regulatory institutions decide 
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that the costs of inducements are offset by the benefits to the 
society that emanate from economic growth or the prosperity 
of local businesses As an illustration, the US Department of 
Agriculture provided $1 7 billion of inducements (over a ten- 
year period) to manufacturers, cooperatives, and trade associa- 
tions to promote the selling of U S products in foreign markets 
and thereby influenced channel arrangements 1n foreign coun- 
tries (Hill 2000) Although specific subsidies may be given to 
a particular organization, often they are codified and accessible 
to a multitude of organizations The many special economic 
zones (SEZs) along China's coast explicitly provide tax incen- 
tives, lower foreign exchange restrictions, and lower regulatory 
pressures for potential overseas investors (Spar 1994) Conse- 
quently, various MNCs have used their Chinese subsidiaries or 
joint ventures to make inroads into the potentially large Chi- 
nese local market or have used the SEZs as low-cost manufac- 
turing bases to export products to developed countries 

Alternatively, inducements can work indirectly For 
example, Palamountain (1955) documents the processes by 
which chain taxes developed as inducements for small, 
family-owned stores Small businesses grouped together to 
fight the “common enemy,” that 15, the chain stores, and 
chain taxes were levied on each store, 1n excess of a certain 
number, owned by a single organization The magnitude of 
these taxes often increased with the number of stores 
According to Palamountain (1955), external factors, such as 
chain ownership outside the region, increased the cohesive- 
ness of the movement Eventually, the lobbying and other 
political activities of these groups of small businesses 
resulted in chain taxes (Stern and Brown 1969) Thus, taxa- 
tion policies were used effectively to provide some form of 
mducement in the distribution channels of prescription 
drugs and groceries 


Processes of Validating 


Processes of validating subsume the midrange processes 
that represent the interactions between normative institu- 
tions (such as trade associations, professions and profes- 
sional associations, and mimicking behaviors) and channel 
members and give rise to standards for socially acceptable 
behaviors (Baum and Oliver 1991, Meyer and Zucker 1989) 
Normative institutions, such as trade associations, may arise 
to protect economically weaker segments within a channel 
(e g , weak, small retailers versus large, multi-outlet retail- 
ers) and lead to channel arrangements that are economically 
suboptimal Other institutions, such as professional associa- 
tions, may emerge to promote the interests of their members 
or create accreditation standards for their profession Nor- 
mative institutions also may evolve out of mimetic behavior 
on the part of channel members In conditions of high envi- 
ronmental uncertainty, channel dyads may copy the struc- 
tures of other channels that are not necessarily efficient but 
nevertheless are considered legitimate from the societal per- 
spective Again, over time, channel structures that allay the 
concerns of normative elements by conforming to the norms 
of the institutional constituents are rewarded with. institu- 
tional support, despite being suboptimal (Elsbach 1994) 
We refer to the two mechanisms associated with nor- 
mative institutions as authorization and acquisition Autho- 
rization involves the development of rules or codes of con- 


duct that are deemed appropriate and require channel mem- 
bers to seek voluntarily the approval of the authorizing 
agents, such as trade associations or professionalization 
agencies Acquisition refers to channel members’ attain- 
ment of structures and processes by mimicking other chan- 
nels to achieve legitimacy without being fully cognizant of 
the means—ends relationships that reside within the struc- 
tures and processes 


Authorization. Many societies support the formation of 
organized bodies, such as trade associations or labor unions, 
to further the interests of their members These institutions 
typically lack regulatory authority but can use their standing 
1n society to influence codes of conduct and behavior Such 
codes may be detrimental from a purely economic efficiency 
perspective but benefit the organizations that adopt them by 
increasing their procedural legitimacy In the late 1980s, for 
example, there was tremendous pressure within the textile 
industry to surmount global challenges from low-cost man- 
ufacturing organizations located in developing countries 
(Dreyfack 1986, Levi 1989) The industry trade association 
initiated the “Crafted with Pride in the USA” program to 
legitimize buying from high-cost local manufacturers by 
emphasizing consumers’ positive perceptions of locally pro- 
duced goods and to increase awareness of the country of 
origin through advertising In response to such mobilization, 
Wal-Mart was one of the first organizations to institute a 
“buy American” program, which was adopted subsequently 
by many retailers such as Sears, Roebuck and Co , JCPen- 
ney, and Kmart (Buzzell and Ortmeyer 1995) Recently, 
authorization mechanisms have been used to protect local 
channel members from competition in the global environ- 
ment For example, the major French agricultural trade asso- 
ciation Federation National des Syndicates d’Exploitantes 
Agricoles, which emerged after World War II to protect the 
interests of French farmers, uses a “national self- 
sufficiency” justification for channels of agricultural prod- 
ucts that make no sense from an economic perspective for 
many French consumers (The Economist 2000) 

In addition to trade associations, professions and profes- 
sional associations can promote procedural legitimacy to 
establish a working environment, control output, and create 
bases for occupational autonomy (DiMaggio and Powell 
1983, Larson 1977, Scott 1987) There are two main sources 
for the pressures of professionalization First, formal educa- 
tion systems provide legitimacy for the intellectual 
resources in a society Second, professional networks that 
span organizations propagate similar standards and models 
Both these sources result in a pool of somewhat exchange- 
able people who occupy similar positions across organiza- 
tions and possess similar dispositions and skills (DiMaggio 
and Powell 1983, Perrow 1974) Empirical research pro- 
vides support for the emergence of socially accepted behav- 
tors due to the pressures of professionalization (March and 
March 1977) Professional standardization or certification of 
organizations results in similar structural arrangements that 
have normative acceptance (e g , financial reporting in suc- 
cessful firms, Mezias 1990) At the same time, professional- 
ization can further the interests of channel members For 
example, the higher degree of cohesion and organization in 
the movement against chain stores by small drug stores in 


comparison with the grocery stores’ movement was attribut- 
able to greater reliance on professionals in the distribution of 
pharmaceuticals than in the distribution of groceries 
(McCammon 1971, Strasser 1998) 


Acquisition Not all pressures emanate from distinctive 
Institutions that are easily identifiable When cause-effect 
relationships are poorly understood ın the organizational 
context, for example, structures and processes that may have 
suboptimal economic outcomes often are adopted 
(Haunschild and Miner 1997, Haveman 1993) The recent 
adoption of total quality management (TQM) programs by 
many firms 15 an example of poorly understood organiza- 
tional processes Day (1994) points out that two-thirds of 
TQM programs are terminated in less than two years, and in 
many of the failures, firms have a poor understanding of the 
implementation requirements of such programs Because 
the goals of these programs are ambiguous and the environ- 
ment is uncertain, firms simply mimic the structures, 
processes, and behaviors of other firms they deem 
legitimate 

Marketing scholars (e g , Dickson 1992) also have stud- 
1ed mimicking behaviors in competitive strategy The main 
thesis of this research stream is that a firm mimics the strate- 
gies and behaviors of its successful competitors. Dickson 
(1992, р 79) suggests that the most effective method of 
strategic planning 1s to "study how admired companies in 
other markets make decisions and to imitate their planning 
procedures " Competitive strategy literature views imitation 
as an uncertainty reduction mechanism and recommends 
copying successful strategies (Jacobson 1992), whereas 
institutional theory literature views this uncertainty reduc- 
tion mechanism as a means to attain legitimacy (Scott 1987) 
Institutional theorists, however, acknowledge that legitimacy 
frequently goes hand-in-hand with success (DiMaggio and 
Powell 1983) As the link between effort and performance 
becomes more ambiguous, it 1s often difficult to separate 
success mimicking from legitimacy mimicking (Scott 1995) 
We believe that legitimacy mimicking may offer “partial 
explanations of social phenomena that are not explainable in 
purely economic terms” (Gill and Stern 1969, p 35) 

Therefore, it ıs 1mportant that channels acquire struc- 
tures and processes by mimicking the actions of other legit- 
imate channels, irrespective of efficiency considerations 
(Haunschild 1993, Haveman 1993, Kraatz 1995) Because 
the primary motivation behind mimicking behaviors 1s to 
acquire the structures and processes of the channels that are 
perceived to be legitimate, legitimizing processes play a crit- 
ical role in developing the pressures of acquisition that man- 
ifest themselves ın mimicking behaviors The procedure 
suggested here develops as follows A channel adopts a 
structural or behavioral change and 1s perceived as having 
enhanced its legitimacy. Other channels imitate the change, 
believing that by adopting the structural transformation, 
they also will be perceived as legitimate Over time, these 
structural transformations obtain normative sanctions from 
the community of practice or, in some cases, the entire soci- 
ety In addition to mimicking success, researchers attribute 
the acquisition to the bounded rationality of the adoptee 
organization, и may not be the best solution, but it is good 
enough (Scott 1987) 
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There are many cases of acquisition. of channel struc- 
tures and processes In the early 1990s, US automobile 
manufacturers mimicked their Japanese counterparts’ sup- 
plier management strategies by treating all suppliers as first- 
tier suppliers (close partners) In reality, most Japanese auto- 
mobile manufacturers had a four-tiered supplier system, 
ranging from full-service providers and integrated partners 
at one end to contractual commodity suppliers at the other 
Under pressure to replicate successful Japanese automobile 
manufacturing strategies, US auto manufacturers mimic- 
ked poorly understood channel structures and processes 
Similarly, the initial adoption of the Internet by many firms 
as a communication and distribution channel was more a 
legitimacy concern (to portray an image of being technolog- 
ically savvy) than an economic motive (Grewal, Comer, and 
Mehta 2001) 


Processes of Habitualizing 


Habitualizing refers to the invisible, base-level institu- 
tional processes 1n which actions that are repeated become 
cast into a particular pattern that then can be reproduced 
with minimal effort and 15 recognized by its performer as 
the particular pattern (Berger and Luckmann 1967) АП 
human, organizational, and channel behaviors are suscep- 
tible to habitualizing Habitualizing institutions emerge 
for two primary reasons First, the creation of social order 
requires the adoption of routines that can be easily repro- 
duced, which leads to habitualizing Second, psychologi- 
cal economies that result from the organizational ability to 
manage repetitive situations also require habitualizing 
(Berger and Luckmann 1967) Habitualizing makes ıt pos- 
sible for channel constituents to develop informal psycho- 
logical contracts that are based on common understand- 
ings and decreases the need for channel members to 
articulate structures and processes explicitly and regularly 
(Zucker 1983) Thus, habitualizing ıs both a cognitive and 
a phenomenological process that causes social relation- 
ships and behaviors to be taken for granted (see also 
Alderson 1957) 

The two primary mechanisms that facilitate the processes 
of habitualizing are 1mprinting and bypassing Both these 
mechanisms result in “programmed actions” (Berger and 
Luckmann 1967, p 75) or “common responses to similar sit- 
uations” (Mead 1934, p 263) Imprinting refers to the main- 
tenance of structures and processes that were codified 1n the 
early years of the organization’s existence and have become 
sacrosanct because of reification and symbolism Bypassing 
captures the process by which institutional expectations are 
defined in the larger cultural context, which reduces the need 
for well-articulated structures and processes 


Imprinting Imprinting represents the preservation of 
channel structures and processes over time Research on 
organizational founding suggests that organizations acquire 
features at the time of their inception, and subsequent iner- 
tia preserves these characteristics (Baum and Oliver 1992, 
Копи 1995) Historic considerations often can explain many 
issues related to the internal polity and economy of market- 
ing channels (Corey, Cespedes, and Rangan 1989) Palam- 
ountain (1955, p 107), for example, documents how the 
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dominance of the “big three” automobile manufacturers 
over their dealers has historical roots 


From 1900 to 1920 the agent gradually assumed more 
responsibilities and performed more functions, finally 
becoming an independent dealer But his [the dealer’s] 
independence has never become as full as that of most 
merchants, and ın some respects, he [the dealer] 1s still pri- 
marily a manufacturer's agent 


Frequently, organizational inertia precludes rational 
adaptations, and therefore even 1f the structures are ineffi- 
cient, they remain unchanged (Baum and Mezias 1992, Kim- 
berly 1975) As the channel participants mature among these 
structures, 1t 1s difficult for them to understand the necessity 
of change, which results in the imprinting of these structures 
In his study of the evolution of multiple industry prototypes, 
including automobile repairs, air transport, construction, 
hotels, and railroads, Зипсћсотбе (1965) recognizes that the 
organizational structures and processes of firms across indus- 
tries retain remnants of their foundation His analysis shows 
that habitualized practices operate as powerful myths and are 
ceremonially reproduced (see also Meyer and Rowan 1977) 
As Stinchcombe (1965, p 143) states, a strong correlation 
exists “between the time in history that a particular type of 
organization was invented and the social structure of the 
organization of that type which exists at the present time " 


Bypassing Often, cultural control substitutes for structural 
control, which results 1n the bypassing of formal organiza- 
tional structures and processes (Zucker 1977) Such a phe- 
nomenon occurs in highly institutionalized environments 
(e g , educational institutions), where participants (e g , princi- 
pal, teachers, students, parents) are aware of their role expec- 
tations, irrespective of their organizational affiliation (Meyer, 
Scott, and Deal 1981) In such environments, role expectations 
and definitions (that 15, students come to learn and socialize) 
are the same across organizattons (educational institutions) 
with widely shared beliefs (students respecting and listening 
to teachers) As a result, organizational actors and role players 
are highly socialized into their role expectations, acting habit- 
ually in response to environmental signals and thereby bypass- 
ing formal structural controls (Gill and Stern 1969) 

In the context of channels, the process of bypassing 
1nvolves the mapping of shared symbols and beliefs onto 
channel structures and processes by the channel con- 
stituents, 1n line with cultural expectations Consequently, it 
is less essential to encode channel members’ expectations 
into channel structures and processes, because cultural 
infrastructure already embeds the expectations of the chan- 
nel constituents. Perhaps the best example of cultural con- 
trol ıs the Кегтегзи system used by Japanese firms As Ken- 
neth Courtis, Bank Economist and Historian of Japan, notes 
about kezretsu systems, “These groups operate as communi- 
ties of shared interest, shared capital, and shared risk 
They can look at problems and deal with it from A to 2, 
from manufacturing, sourcing, production, financing, to dis- 
tribution, to after sales They can cut the whole network" 
(Smith 1995, p. 293) 

The success of the keiretsu system in the US market 
and the challenges faced by US MNCs in establishing 
themselves in Japan hint at the power of this cultural control 


mechanism Similar examples of traditional cultural control 
mechanisms exist in other countries, including guanxi in 
China, blat in Russia, pratik in Haiti, and chaebol in South 
Korea (Nee 1989, 1992, Walder 1986, Xin and Pearce 
1996) 


Linking the Institutional 
Environment to the Internal Polity 
and Economy of Channel Dyads 


Regulatory, normative, and cognitive institutions define the 
social context of channels and bring to the forefront the legit- 
штасу concerns of vartous societal stakeholders We now 
consider how these varied legitimacy concerns can sway the 
Internal sentiments of dyads or encourage the adoption of 
particular economic structures in channel arrangements In 
other words, how does the social context facilitate or hinder 
transactions that occur within channel dyads? To answer this 
question, we explore the implications of the mechanisms 
used by different mstitutions for aspects of the internal polity 
and economy of marketing channels Thus far, we have 
established that regulatory institutions can either coerce or 
provide inducements to channel members Similarly, norma- 
tive institutions can use authorization and acquisition mech- 
anisms to influence channel members’ behaviors, and cogni- 
tive institutions can lay the foundations for channel 
members’ behavior on the basis of well-established cultural 
mores and habits We believe that in their quest for social fit- 
ness, channel members often behave in a manner dictated by 
the institutions and consequently adopt structures, practices, 
and sentiments favored by these institutions 

As illustrated in Figure 1, the three institutronalizing 
processes (regulating, validating, and habrtualizing) and 
their underlying mechanisms coexist in real-world settings 
(Suchman 1995) Consequently, channel members are likely 
to focus on all three legitimacy concerns with varying 
emphasis, moreover, the importance of particular institu- 
tions or legitimacy concerns may vary depending on the 
social context of the channel Because each channel may be 
affected simultaneously to a varying degree by the underly- 
ing mechanisms of the three prócesses of institutonalizing, 
it 1$ imperative that researchers identify the relevant 
processes, along with the appropriate influence тесћа- 
nisms, with respect to a set of channel dyads 

We also believe that each institutional process may influ- 
ence all facets of the channel dyad It mught behoove 
researchers to consider the simultaneous implications of the 
processes for both internal political and economic structures 
and processes For example, regulatory institutions may bring 
pragmatic legitimacy concerns to the fore, which would influ- 
ence the level of integration, formation of norms, and the 
nature of contro! mechanisms used, among other things Con- 
sequently, researchers must be aware that the processes of 
institutionalization may affect the entire social system of the 
dyad It would also be inappropriate to consider the institu- 
tions from a stagnant perspective The institutional theory 
framework favors a dynamic approach in which institutions 
gradually evolve over time (Meyer and Scott 1992) In parüc- 
ular, regulatory or normative institutions formed at one point 


1n time eventually can codify channel structures and processes 
that, down the road, may appear to be products of cognitive 
institutions. The French normative institutions that originated 
in the post-World War II era have taken on cognitive over- 
tones 1n recent years (The Economist 2000) Similarly, regula- 
tory institutions can evolve normative overtones For example, 
in the context of the Chinese market, regulatory mechanisms 
that provide inducements 1n the form of subsidies may have 
driven initial market entry, and subsequent market entry could 
be ascribed to the mimicking mechanisms that result from 
normative institutions (Spar 1994) Therefore, it 1s essential to 
recognize the evolutionary nature of the institutions, whereby 
visible institutions can result in less visible invasive institu- 
tions (shown by the different shades of arrows 1n Figure 1) 

To demonstrate how this adoption might occur, we develop 
propositions that link facets of the institutional environment 
with dimensions of the internal political economy of the chan- 
nel Consistent with Achrol, Reve, and Stern (1983), we use 
the focal dyad (representing interactions between two adjacent 
channel members) as the unit of analysis, and we appropriate 
four sectors (input, output, competitive, and regulatory) from 
the political economy framework into the institutional domain 
In doing so, we build on the political economy approach and, 
at the same time, highlight the importance and implications of 
the institutional environment for channel management 

This vast domain of channel research precludes us from 
developing an exhaustive proposition inventory that links all 
mechanisms ın the institutional environment to all variables 
studied by channel research However, to demonstrate the 
utility of our framework and with the hope that empirical 
researchers will be able to develop parallel propositions and 
study the vast possibilities of linkages between institutional 
environment and channel political economy, we develop a 
limited propositional inventory that links each mechanism 
(imposition, inducement, authorization, acquisition, imprint- 
ing, and bypassing) to at least one of the four aspects (eco- 
nomic Structures, economic processes, soctopolitical struc- 
tures, and sociopolitical processes, Figure 1) of the internal 
political economy of channels (Stern and Reve 1980) Using 
Frazier's (1999) exhaustive review, we select variables to 
represent all four aspects of the internal political economy 

We examine (1) vertical integration (economic struc- 
tures), (2) centralization, formalization, and participation in 
channel decision making (economic processes), (3) control 
mechanisms and the use of power (sociopolitical structures), 
and (4) relational norms of solidarity and opportuntsm 
(sociopolitical processes) Thus, we develop propositions 
for the influence of (1) imposition mechanisms on channel 
norms of solidarity, (2) inducement mechanisms on channel 
integration, (3) authorization mechanisms on centralization, 
formalization, and participation, (4) acquisition mechanisms 
on the use of process/output control, (5) imprinting mecha- 
nisms on opportunism, and (6) bypassing mechanisms on 
the use of power within a channel (Figure 1) 


Processes of Hegulating 
Imposition Imposition could influence both the internal 


economy (e g , by dictating the level of channel integration) 
and the internal polity (e g , by influencing decision making 
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1n channels) To demonstrate how 1mposition could influ- 
ence the dyadic social system, we use one aspect of internal 
polity, that is, social norms Marketing channels researchers 
suggest that social norms that reflect the shared expectations 
within dyads (such as solidarity, flexibility, mutuality, role 
integrity, and harmonization of conflict) influence channel 
outcomes (Boyle et al 1992, Cannon and Perreault 1999, 
Heide and John 1992, Jap and Ganesan 2000) Although 
research in this domain suggests that higher levels of shared 
expectations will result in improved channel performance, 
little attention has been paid to the source of channel norm 
formation in the societal context We believe that imposition 
mechanisms that raise pragmatic legitimacy concerns in the 
input, output, and regulatory sectors of the channel environ- 
ment can influence norms in a channel dyad We illustrate 
the implications thereof using the norm of solidarity This 
particular norm assesses the degree to which channel part- 
ners believe that their success depends on cooperating with 
one another (Cannon, Achrol, and Gundlach 2000) 

For a given channel dyad, the imposition pressures and 
ensuing concerns for pragmatic legitimacy from the regula- 
tory environment can be either symmetric or asymmetric 
Imposition pressures are symmetric when both firms of the 
focal channel dyad face the same pressures In contrast, 
asymmetries 1n pragmatic legitimacy concerns develop 
when imposition pressures are greater for one channel mem- 
ber than for the other Symmetric imposition mechanisms 
are evidenced, for example, in the dyad of a gun manufac- 
turer and its distributor (which only deals in guns and related 
products), in that the legitimacy of both parties 1s threatened 
by growing concerns about private ownership of guns How- 
ever, the dyad of a gun manufacturer and a nonspecialist 
retailer, such as Wal-Mart, would exemplify asymmetric 
imposition pressures In this case, the pragmatic legitimacy 
concerns are greater for the manufacturer Norms of solidar- 
ity are likely to be nurtured when a channel is characterized 
by bilateral convergence (Dwyer, Schurr, and Oh 1987, 
Kumar, Scheer, and Steenkamp 1995) In our case, bilateral 
convergence occurs for symmetric pragmatic legitimacy 
concerns, because both channel partners face similar impo- 
sition pressures Therefore, we propose that symmetric 
imposition pressures will foster greater norms of solidarity 
in a channel dyad 


P, Symmetric imposition mechanisms in the input and output 
sector of a channel dyad will foster greater norms of soli- 
дагу in a channel dyad compared with asymmetric штро- 
sition mechanisms 


Inducement Inducement mechanisms also can influence 
both the internal economy (e g , by providing financial support 
for the appropriate level of channel integration) and the inter- 
nal polity (e g , by providing tax breaks for the use of the right 
bureaucratic structures) Economic perspectives have rarely 
considered the role of inducement mechanisms in influencing 
internal economic structures The level of channel integration 
varies from fully integrated channels (1 e , direct channels) to 
channels with multiple intermediaries (e g , Klein, Frazier, and 
Roth 1990) By relying on transaction. cost economics 
(Wuliamson 1975), this research stream suggests that the level 
of channel integration depends on the extent of reliance on 
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specialized investments, performance ambiguity, and environ- 
mental uncertainty (Anderson and Coughlan 1987, John and 
Weitz 1988) We contend that regulatory institutions can pro- 
vide inducements, which, when taken into account, will add 
substantially to the understanding of channel arrangements ın 
the MNC context beyond the channel integration efforts 
explained through the transaction cost perspective 

For a given MNC arrangement (e g , exporting, licens- 
ing, wholly owned subsidiaries), inducement pressures will 
occur when the regulatory institutions in the host country 
decide that the benefits of subsidies provided to change 
channel arrangements far outweigh the cost of the subsidies 
In response to such pressures, MNCs will attempt to alter 
their channel arrangements in accord with the inducements 
provided by various governmental agencies in a host coun- 
try For example, many MNCs have entered into joint ven- 
ture agreements in SEZs in China because of the tax breaks 
and other incentives provided by the Chinese government, 
and they now use these zones to manufacture and export 
their products to locations with high manufacturing costs, 
often in their home countries (Spar 1994) In turn, MNCs 
that benefited from the inducements of the Chinese govern- 
ment accepted governmental recommendations regarding 
the choice of joint venture partners, the extent of equity 
investments, and other aspects of channel organization when 
designing their distribution channel Thus, inducements by 
the Chinese government, to an extent, made the MNCs 
dependent on the Chinese government, which resulted 1n the 
MNCs taking the recommendation of the Chinese govern- 
ment into consideration when deciding on governance 
structures 


P, The greater the attractiveness of inducements offered by 
the institutional environment of a marketing channel dyad, 
the higher 1s the likelthood of the dyad adopting the level 
of channel integration recommended by the institutional 
environment 


Processes of Validation 


Authorization Authorization mechanisms develop out of 
codes of conduct that organized bodies, such as trade associ- 
ations, institute to further "the interests of their members 
Although these codes could influence various aspects of the 
internal economy and polity, we illustrate the influence of 
authorization mechanisms by examining their impact on the 
bureaucratic functioning (in terms of centralization, formal- 
ization, and participation in. decision making) of channel 
dyads Centralization refers to the extent to which decision- 
making authority 1s concentrated, formalization ts defined as 
the extent to which decision making 15 regulated by explicit 
rules and procedures, and participation 1s theorized as the 
degree of cooperation and partaking among channel mem- 
bers in decision making (е g, Dwyer and Oh 1987, John 
1984) Empirical research in marketing channels has studied 
the antecedents (е g , environmental uncertainty) and сопзе- 
quences (e g , relationship quality) of centralization, formal- 
ization, and participation but has rarely considered the impor- 
tance of societal influences (e g , Dwyer and Welsh 1985) 

We argue that authorization. mechanisms result in 
increased interactions among members, which aids in the dif- 


fusion of thinking of key association members The increased 
interactions lead to more homogenized standards and model 
building within an industry (DiMaggio and Powell 1983, 
Scott 1987) With these common standards and models, dyad 
members are more likely to adopt simular attitudinal, behav- 
ioral, and structural postures to manage their channel part- 
ners Note that the influence of authorization pressures (1) 
varies from one industry to another because the power and 
nature of societal bodies 1s industry spectfic and (2) changes 
from one firm to another within an industry depending on the 
extent to which the firm embraces trade associations and 
other relevant bodies The extent of the influence of autho- 
rization also depends on whether the firm ts single industry or 
multi-industry Higher levels of authorization pressures exist 
in single-industry firms than in multi-industry firms In indus- 
tries with а greater presence of authorization mechanisms, 
such as powerful trade associations, managers are more likely 
to exchange ideas about channel management practices Such 
exchange of ideas usually emphasizes the importance of con- 
sensus building and the involvement of all concerned parties 
when decisions are made (Meyer and Scott 1992) In the 
channel domain, consensus building would involve increased 
participation and lowered centralization and formalization in 
channel decision making (Dwyer, Schurr, and Oh 1987) 


P4 The greater the influence of authorization processes in the 
competitive sector of a marketing channel dyad, the lower 1s 
the level of centralization and formalization and the higher 
15 the level of participation in decision making in the dyad 


Acquisition Acquisition mechanisms are most influen- 
tial ın conditions of high uncertainty Whereas researchers 
have explored the implications of task environment (eg, 
environmental uncertainty) with respect to the choice of 
control mechanisms used in channels, we suggest that exam- 
ining the influence of acquisition mechanisms could shed 
more light on the matter (Bello and Gilliland 1997, Celly 
and Frazier 1996) Marketing channels researchers have 
relied on control theory (Anderson and Oliver 1987, 
Jaworski 1988) to suggest two types of unilateral control 
mechanisms that a channel member can use to manage its 
channel partner (Bello and Gilliland 1997, Bergen, Dutta, 
and Walker 1992, Celly and Frazier 1996) A manufacturer 
might use process control to influence the behavior of its 
distribution partner or simply rely on output control by mea- 
suring the final outcomes of the process Research in this 
area suggests that channel members rely on process control, 
as opposed to output control, in conditions of high uncer- 
tainty and performance ambiguity (Bello and Gilliland 
1997) 

Our institutional arguments suggest that acquisition 
mechanisms will help channel members cope with uncer- 
tainty by facilitating the mimicking of competing dyads that 
are perceived to be legitimate Acquisition pressures are 
likely to be higher when there are a few large competitors as 
opposed to many small competitors (Scott 1987) For exam- 
ple, when a new automobile manufacturer enters the U S 
market, it 1s instantly aware that the dealer network 15 the 
dominant channel. However, the dominant channel is not as 
obvious in the relatively more fragmented Jewelry industry 
Thus, in the case of high industry concentration, channel 


members can observe the legitimate (dominant) leaders eas- 
1ly and mimic their structures and behaviors In contrast, 
when industry concentration 1s low, no legitimate channel 
management model 15 available Higher acquisition. pres- 
sures (1e, the presence of a dominant channel) reduce 
uncertainty for channel members, which ın turn decrease 
their use of process control and increase their use of output 
control mechanisms to manage their partners (Celly and 
Frazier 1996) 


P4 The greater the influence of acquisition processes in the 
competitive sector of a marketing channel dyad, the lower 
1$ the stress on process control and the higher 1s the empha- 
518 On output control to manage channel partners 


Processes of Habitualizing 


Imprinting Imprinting mechanisms are most likely to 
influence channels in which cognitive legitimacy concerns 
remain stable over ште (Oliver 1990) When imprinting 15 
dominant, internal economic, as well as sociopolitical, 
structures and processes will retain the characteristics of the 
time of their founding Imprinting 1s likely to foster positive 
channel sentiments while decreasing negative behaviors, 
such as opportunism, that lead to increased transaction 
costs However, researchers rarely have examined the social 
context of opportunism and mainly have focused on the 
monitoring and transaction cost implications of oppor- 
tunism, based on Williamson's (1975) framework (Brown, 
Dev, and Lee 2000, John 1984, Wathne and Heide 2000) 
We believe that cognitive legitimacy concerns emanating 
from imprinting processes will affect opportunism ın a chan- 
nel dyad 

Imprinting processes result 1n the preservation of chan- 
nel structures and processes over time and are manifested in 
channel partners with historically embedded perceptions 
regarding their position and role in the channel relationship 
The Japanese distribution system, for example, still retains 
features of its time of inception during the Tokugawa period 
(Fahy and Taguchi 1995) As a result of the stability in cog- 
nitive legitimacy, retailers, wholesalers, and manufacturers 
exhibit behaviors congruent with their historically defined 
roles The institutional embeddedness of such distribution 
systems results ın channel members understanding one 
another's roles These shared cognitive norms homogenize 
expectations, which then result in habitualized behaviors In 
other words, habitualizing due to imprinting causes sets of 
behaviors that have societal approval Because opportunism 
15 unlikely to be habitualized, any opportunistic acts that 
result in short-term gains are likely to be met with censure 
from the community with the imprinted expectations (Scott 
1987), a heavy cost that can threaten firm survival Thus, the 
benefits of opportunism in the short run are outweighed by 
the costs of loss of reputation and wariness on the part of 
members in future channel interactions in imprinted settings 


Р; The greater the influence of impmnting processes in the 
input or output sector of a marketing channel dyad, the 
lower are the levels of opportuntsm within the dyad 


Bypassing Finally, we turn our attention to bypassing 
mechanisms that result in the creation of shared symbols 
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and beliefs, such that there 1s a high level of cognitive con- 
gruence between channel partners We believe that bypass- 
ing mechanisms facilitate the evolution of channel structures 
and processes on the basis of cognitive congruence over 
tme Specifically, we assess the influence of bypassing on 
the use of power within a channel relationship, for which 
power 1s considered in terms of its potential to influence 
channel partners’ beliefs, attitudes, and behaviors (Frazier 
1983b, Gaski 1984) Marketing scholars recognize that the 
possession, use, and effect of power are distinct constructs 
(Frazier 1983a, Frazier and Antia 1995) Power and depen- 
dence go hand-in-hand, such that the increased power of a 
firm over its partner implies a higher level of dependence of 
the partner on the firm (Frazier and Summers 1986, Gane- 
san 1993) Researchers have studied how symmetry (or 
asymmetry) of power (or dependence) affects channel rela- 
tionships (Dwyer and Walker 1981, Lusch and Brown 
1996) 

We believe that the value congruence that results from 
bypassing mechanisms has important implications for the 
power—dependence relationship in a channel dyad This 
congruence can substitute for formal control and coordina- 
tion mechanisms (Zucker 1977) Bypassing mechanisms 
differ from imprinting mechanisms Specifically, imprinting 
results in the maintenance of the status quo in terms of chan- 
nel dyads, whereas bypassing results in the evolution of 
channel structures and processes through informal cultural 
means Ultimately, the evolving informal mechanisms lead 
to cognitive congruence, which facilitates long-term bond- 
ing and cooperation between channel partners, a clan-like 
relational exchange (Ouch: 1980) As a result, channel 
members within a dyad do not need to resort to using or 
applying power to resolve channel problems Therefore, the 
existence of bypassing mechanisms should be manifested in 
low levels of the use of power (Gundlach and Cadotte 1994, 
Kumar, Scheer, and Steenkamp 1995) 


Ре The greater the influence of bypassing mechanisms within 
a marketing channel dyad, the lower 1s the likelihood of a 
channel member using power 


Discussion and Conclusion 


The focus of this article has been to render a comprehensive 
conceptualization of environments in the political economy 
framework by supplementing the task environment 
approach with the institutional environment perspective We 
emphasize the influence of institutions, institutional 
processes, and their underlying mechanisms on channel аш- 
tudes, behaviors, processes, and structures There are many 
empirical issues and managerial implications that flow from 
our conceptualization Therefore, we present a research 
agenda and discuss managerial implications 


A Hesearch Agenda 


Our primary objective is to stimulate research on the evolu- 
tion and influences of the institutional environment We 
elaborate on the three challenges that an empiricist 1s likely 
to face, namely, (1) operationalizing aspects of the institu- 
tional environment, (2) developing nomological networks to 
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incorporate institutional variables, and (3) creating typolo- 
gies that will assist in the management of the institutional 
environments 


Operationalization The first empirical challenge is to 
develop appropriate sets of measures for assessing legiti- 
macy concerns, as well as the extent of the influence of the 
various institutional mechanisms This would assist greatly 
in building a comprehensive description of the impact of the 
macroenvironment on channels Consider the implications 
of validating processes that work through the authorization 
mechanisms A researcher could measure the impact of trade 
or professional associations as authorizing agents directly, 
with the primary objective of establishing legitimacy in 
channels The researcher might consider the homogeneity of 
membership or the extent of active membership in trade 
associations Note that such measures could be at the indus- 
try and/or firm level An industry-level measure of authoriz- 
ing pressures could be the number of firms involved in the 
trade association, whereas a firm-level measure could be the 
level of participation of the firm in the trade association 

Similarly, researchers could develop measures that tap 
into institutional pressures For example, to operationalize 
imposition pressures, an empiricist could use dependence 
and multiplicity, where dependence represents the extent to 
which a firm relies on regulatory agencies and multiplicity 
ıs a measure of the complexity and contradictory nature of 
the demand made by the various regulatory bodies of the 
firm (In Table 1, we elaborate on some more operational- 
izations ) In using such an approach, it 15 critical to ensure 
that these subconstructs (dependence and multiplicity in our 
example) capture the domain of the latent constructs (impo- 
sition) appropriately 


Nomological networks The second empirical challenge 
lies 1n assessing the nomological validity of the institutional 
constructs Researchers would need to place these constructs 
within a theoretical net with other established constructs 
Empiricists could adopt two different approaches First, they 
could identify the various antecedents and consequences 
that would be associated with particular institutional 
processes and pressures On the basis of this identification, 
researchers could study the evolution of institutional 
processes and pressures according to the changing nature of 
antecedents and consequences We deliberately have 
adopted a process view of the environment to suggest that 
the environment 15 neither static nor a given Insights can be 
gained by studying the processes by which institutional 
environments evolve For example, a critical competitive 
advantage for the Saturn automobile company stems from 
the ethical practices of its dealer network By habitualizing 
these ethical practices, Saturn 1s able to expand its dealer 
network easily while maintaining high ethical standards 
Competitors’ inability to duplicate the ethical practices of 
the Saturn dealer network highlights the sustainability of 
this competitive advantage and the need to study the 
processes by which Saturn habitualized ethical practices 

Second, researchers could study the institutional con- 
structs ın current marketing channel nomological networks 
For example, as suggested by transaction cost economics, 
scholars have studied the incidence and management of 
opportunism in channel relationships (e g , John 1984) We 


TABLE 1 


Institutional Processes: Descriptions, Examples, and Operationalizations 
ee ААО E ie 


Institutional 


Explanation Description 


Processes of Regulating 


Example 


Operationalizationa 


л, 


Imposition Use of legal or regulatory 
mechanisms on the part of 
one or more institutional 
constituents to force 
structural and/or procedural 
changes in distribution 


channels 


Inducement Use of incentives on the part 
of one or more institutional 
constituents to influence 
channel members to make 
specific structural and/or 


procedural changes 


Processes of Validating 


Cigarette manufacturers are not 
allowed to distribute free samples or 
sell their products through vending 
machines 


The US Department of Agriculture 
provides $1 7 billion of inducements 
(over a ten-year penod) to 
manufacturers, cooperatives, and 
trade associations to promote the 
selling of US products in foreign 
markets (Hill 2000) 


Imposition extent to which 
channel members believe 
that the regulatory 
environment reduces their 
ability to operate efficiently 
or the number of regulations 
and regulators with which 
channel members comply 


Attractiveness types and 
volumes of incentives 
offered by institutional 
bodies to channel members 


rn M Á— 


Channel members 
voluntarily seek approval of 
authorizing agents with the 
primary objective of 
establishing legitimacy. 


Authorization 


Channel members mimic 
structures and processes of 
particular benchmarked 
distribution channels that are 
deemed legitimate 


Acquisition 


Processes of Habitualizing 


Wal-Mart responds to issues raised by 
the trade association (Crafted with 
Pride in the USA) representing the 
textile manufacturing industry 


U S automobile manufacturers (in the 
early 1990s) try to implement their 
Japanese counterparts' supplier 
management strategies and treat all 
suppliers as first-tier suppliers (the 
close partners) In reality, most 
Japanese automobile manufacturers 
had a four-tiered supplier system with 
full-service providers and integrated 
partners at one end and contractual 
commodity suppliers at the other 


Power of trade associations 
homogeneity and extent of 
membership or extent of 
professionalization 


Acquisition. degree of 
ambiguity in the goals of a 
benchmarked organization 
that is deemed legitimate 


—————M——À— a —— M —MÓÓ 


Imprinting Retaining channel 
characteristics that 
originated at the time of 
channel inception 

Bypassing Channel members using 


cultural norms and shared 
beliefs developed 
collectively as a substitute 
for formal control and 
coordination mechanisms 


The roots of Japanese wholesalers’ 
domination over Japanese retailers and 
manufacturers can be traced to the 
seventeenth-century Tokugawa regime 


Japanese Кете!зи systems, in which 
communities practice trust, shared 
interest, shared capital, and shared risk, 
informal control mechanisms are 
preferred over formal procedures 


Time of founding the period 
at which the channel was 
created and shaped 


Shared cultural norms the 
extent of use of informal 
mechanisms for channel 
management 


eee 
aTo aid in further empirical research, we present a possible manner to operationalize facets of the institutional environment In no way are we 
precluding the possibility of other operationalizations We acknowledge that there are many ways to operationalize these constructs 


believe that facets of the institutional environment are 
important antecedents of the extent of opportunism 1n chan- 
nel relationships and can provide information for managing 
opportunism In our framework, we suggest that imprinting 
can lower the levels of opportunism in channel dyads Sım- 
Папу, authorization pressures could unleash socialization 
processes (Wathne and Heide 2000), whereby the greater a 


channel dyad's embeddedness in the industry networks (e g , 
trade associations, professional bodies), the lower is the 
opportunistic behavior of channel members Thus, addi- 
tional insights can be gained by studying relevant institu- 
tional pressures in models of not only opportunism but also 
other attitudes, behaviors, and structures in channel 
relationships 
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Typologies The third empirical challenge involves 
developing typologies that articulate the key constructs and 
relationships among these constructs in particular industrial 
or national contexts Typologies would assist in classifying 
institutional. environments and developing strategies that 
work 1n a particular environment In the context of global- 
ization, in which MNCs must manage operations scattered 
across countries, understanding the typologies of the institu- 
tional environment assumes even greater 1mportance For 
example, German regulators are more likely to accept the 
efficiency argument for consolidation in channels than аге 
their Italian counterparts 1n the food industry Germany has 
four retail chains that control 65% of the market for food 
products, whereas in neighboring Italy, no retail chain con- 
trols more than 2% of the market (Hill 2000) The typologi- 
cal approach would not only facilitate the understanding of 
these differences but also help explain the implications of 
the institutional environments across different national 
contexts 


Managerial Implications 


It ıs important for managers to (1) identify institutional 
processes and their mechanisms of influence, (2) understand 
the implications of the institutional environment in terms of 
opportunities and constraints, and (3) strategically manage 
the institutional environment. Managers may identify obvi- 
ous regulating processes easily, but they might overlook the 
implications of the institutional environment with respect to 
validating and habitualizing processes If managers fail to 
identify institutional processes and pressures, they might be 
affected adversely by them For example, high environmen- 
tal uncertainty about the new channel arrangements that 
arose with the advent of the Internet (e g , pets com) may 
have resulted in excessive mimicking of unstable forms 
Channel members failed to recognize that they were falling 
prey to the institutional pressures of acquisition. The recog- 
nition of validating and habitualizing processes would 
enlarge organizational cognitive capacity, thereby reducing 
the bounds on rationality To recognize societal norms and 
habits, managers must focus on observing the obvious and 


studying the mundane To do so, managers could use the 
previously mentioned operationalizations to track institu- 
tional changes over time and across national contexts When 
identified as important, an understanding of the influences 
of institutional processes on channel structures and 
processes should help managers (1) better manage their 
channel within the confines of the institutional environment 
and (2) devise strategies to think and move beyond the con- 
fines of the environment Such an understanding would rest 
on managerial ability to grasp the antecedents and conse- 
quences of the various processes and their underlying mech- 
anisms For example, inducements may provide the enabling 
conditions for entering the Chinese market, but they may 
reduce the long-term flexibility of channel arrangements 
Managers must understand that long-term implications aris- 
ing from path dependence may outweigh the short-term ben- 
efits of inducements, thereby moving beyond the confines of 
the institutional environment 

It is also critical for managers to manage the channel 
strategically within the confines of the institutional envi- 
ronment Such strategic management is likely to be facili- 
tated by the use of typologies of the institutional environ- 
ments For example, a typology could be based on attitudes 
of channel members, ranging from compliance to defiance, 
and approaches adopted by the channel members, ranging 
from active management to passive submission, to adopt 
one of the four possible strategies (Oliver 1991) Managers 
could either deliberately adopt institutional requirements or 
routinely adhere to institutional demands Alternatively, 
managers could attempt to change and exert power over 
institutional expectations actively or dismiss and ignore the 
institutional demands Managers should recognize the 
trade-offs involved in adopting a particular strategy Like- 
wise, managers should view the institutional environment 
as a resource, similar to the task environment, and frame 
the managerial question 1п terms of managing this resource 
Institutional environment 15 one of the factors of production 
for а channel’s value-adding activities—and similar to 
other value-adding activities, 1 must be managed 
effectively 


——————Á—— ———— — —— ——  —————— —— —— — —— 
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Cheri Speier 4 Viswanath Venkatesh 


The Hidden Minefields in the 
Adoption of Sales Force Automation 
Technologies 


Sales force automation technologies are increasingly used to support customer relationship management strate- 
gies, however, commentary in the practitioner press suggests high failure rates The authors use identity theory as 
a lens to better understand salesperson perceptions associated with technology rejection. They collected survey 
data from 454 salespeople across two firms that had implemented sales force automation tools The results indi- 
cate that immediately after training, salespeople had positive perceptions of the technology However, SIX months 
after implementation, the technology had been widely rejected, and salesperson absenteeism and voluntary 
turnover had significantly increased There were also significant decreases in perceptions of organizational com- 
mitment, job satisfaction, person—organization fit, and person-job fit across both firms Finally, salespeople with 
stronger professional commitment indicated more negative job-related perceptions as experience with the tech- 


nology increased 


There have been few times 1n the history of information 
technology where the mathematics of using [sales force 
automation] have been so compelling Economic returns 
are immediate 

— Siebel and Malone (1996) 


61% of all sales force automation projects fail to show 
measurable benefit 
— Block and colleagues (1996) 


ales force automation (SFA) tools are frequently 
implemented to facilitate customer relationship man- 


agement (CRM) processes as part of a relationship 
marketing philosophy By improving the speed and quality 
of information flow among the salesperson, customer, and 
organization, SFA tools support the sales process Although 
it 15 intuitive to believe that increases in salesperson effec- 
tiveness and efficiency will result in successful SFA tech- 
nology adoption, commentary 1п the practitioner press sug- 
gests high failure rates (Block et al 1996, Petersen 1997) 
Difficulties associated with implementing information tech- 
nology (IT), including technologies supporting the sales 
function (Sviokla 1996), have been well documented since 
the 1980s (e g , Ginzberg 1981, Robey and Boudreau 1999) 
However, there are only a few examples of systematic 
research on knowledge workers’ acceptance of technology 
ina field setting (e g , Sviokla 1996) This limits the under- 
standing of the factors that might lead to successful technol- 
ogy adoption instead of failure 
Given the proliferation of SFA tools, the magnitude of 
implementation failures, and the unique Job function of a 
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salesperson, an in-depth investigation of SFA implementa- 
tion failures will contribute to the science and practice in 
marketing and IT By collecting data from salespeople 
employed in two different firms where SFA tools were 
rejected after implementation, this research specifically 
investigates salespeople’s perceptions and behaviors that 
result ın rejection of SFA tools We collected perceptual data 
immediately after SFA training and three months after 
implementation, we also gauged subjective outcomes soon 
after those points in time and assessed objective measures 
related to the implementation for a six-month period 


Background 


In today’s marketplace, researchers and practitioners 
emphasize the importance of relationship marketing—nur- 
turing an ongoing relationship between a buyer and seller by 
increasing trust and commitment between the parties (Mor- 
gan and Hunt 1994) This has led to the development of 
CRM processes and technologies, which are associated with 
identifying customers, creating customer knowledge, and 
building customer relationships that enable a firm to best 
create, satisfy, and sustain customer needs through customer 
intimacy and partnerships (Srivastava, Shervani, and Fahey 
1999) 

In many firms, salespeople are the primary source of 
information exchange within a customer-seller relationship 
(Morgan and Hunt 1994) and thus play a critical role in the 
formation and sustainability of customer relationships (Can- 
non and Perreault 1999) The amount and type of informa- 
tion exchange desired between buyers and sellers will be 
determined by a firm’s customer orientation strategy 
(Lambe and Spekman 1997) and technology where SFA 
tools can facilitate the customer-salesperson information 
exchange process (Srivastava, Shervani, and Fahey 1999) 
Tools for SFA can support a range of sales roles, however, 
the focus of this study 1s “relational” sales roles that empha- 
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size long-term relationships with customers We therefore 
describe ЗЕА technologies and explore the role of the sales- 
person as an important mechanism for creating and sustain- 
ing CRM practices 

Because of CRM's increased emphasis on information 
exchange, increased product and sales process complexity, 
and organizational downsizing, interest 1n SFA technologies 
has exploded, creating a projected $10 billion market 
(Siebel and Malone 1996) There 1s some evidence that the 
implementation of SFA tools leads to higher revenues due to 
increased closure rates and high customer retention that 
stems from enhanced customer satisfaction (Fisher 1998) 
However, other evidence suggests that these tools do little to 
Increase revenue generation or shorten sales cycles 
(Petersen 1997) One difficulty with understanding these 
results 1s that little scholarly work has investigated this phe- 
nomenon (Fisher 1998) 

With more than 600 companies in the SFA marketplace 
(Petersen 1997), there 1s a range of functionality associated 
with different SEA tools Adoption of SFA likely results in 
different capabilities across different firms Technology for 
SFA involves a variety of hardware and software capabilities 
and can support cost reduction or emphasize gains 1n cus- 
tomer relationship effectiveness Tools for SFA may include 
real-time access to product/competitive information, prod- 
uct configurators, real-time collaboration, and information 
sharing, including electronic ordering and order tracking 
(Petersen 1997, Siebel and Malone 1996) 

Tools for SFA vary 1n complexity and the degree to 
which integration into existing organizational infrastructure 
1s needed There 15 no evidence that more complex imple- 
mentations are more likely to fail, similarly, there is no evi- 
dence that more simplistic SFA tools provide insufficient 
value to the organization, salesperson, or customer and are 
therefore failures It 15 1mportant to implement and integrate 
the appropriate SFA tools for the sales-ortented tasks a firm 
wishes to support with technology The integration of SFA 
technologies into the sales process results in both task (e g , 
decision making, productivity) and nontask (e g , control, 
social interactions, job enhancement, work environment) 
outcomes (Kraemer and Danzinger 1990) Assuming an 
appropriate customer orientation-technology fit and a suc- 
cessful implementation process, enhanced decision making 
and productivity would be rational outcomes of SFA 1mple- 
mentation A salesperson would have more and likely better 
(e g , more timely, more accurate) information to work with 
when using SFA tools, resulting in an increased capacity to 
formulate alternatives, make effective decisions, stimulate 
more effective customer relationships, and thereby increase 
productivity (Hull and Swenson 1994) 


Theory Development 


Prior research has used a variety of theories to examine user 
acceptance and rejection of technologies—including 1nno- 
vation diffusion theory (Moore and Benbasat 1991, Rogers 
1995) and the theory of planned behavior (Ајхеп 1991) 
Although these theoretical lenses are helpful, they lack suf- 
ficient insight into the effects of technology implementation 
on employees’ sob and professional expectations, thus mak- 


ing it difficult to explain the magnitude of SFA failure 
exhibited in the organizations under investigation. We first 
present the general theory regarding user acceptance of tech- 
nology to capture many of the issues that are known to influ- 
ence technology acceptance and failure Subsequently, we 
present identity theory as a mechanism to better understand 
how a salesperson might socially construct the meaning of 
technology implementation in an organizational context We 
embed identity theory in a broader context of individual, 
Job, and organizational attributes to create a richer concep- 
tualization of user acceptance and usage of technology Var- 
ious activities have been identified as critical success factors 
1n garnering user acceptance of technology, including mdi- 
vidual characteristics (Venkatesh 2000), role perceptions 
(Goodhue 1995), organizational characteristics (Robey and 
Boudreau 1999), professional state (Burkhardt and Brass 
1990), and perceptions of technology (Agarwal and Prasad 
1997) The basic framework (shown in boldface) and the 
underlying theoretical model (including operationalized 
constructs) guiding this research are presented in Figure 1 

Before presenting specific hypotheses, we draw the 
reader’s attention to an important issue We knew while 
developing this article that the SFA technology had been 
rejected in the organizations studied, however, we did not 
know why Therefore, integrating technology diffusion 
and identity theory provides a theoretical lens through 
which to examine why this technology rejection occurred 
The longitudinal perspective taken provides insight into 
how the implementation of SFA tools and subsequent 
experience with the tools affects subjective and objective 
outcomes 


individual Characteristics 


A person’s belief structure mediates the relationship 
between external characteristics and outcomes (Ajzen 
1991) Individual characteristics can lead to different 1ndi- 
vidual perceptions about a particular technology and subse- 
quent outcomes associated with using the technology We 
divide individual characteristics into two categories those 
that might influence a person’s perceptions and use of tech- 
nology on the basis of wdividual traits and dispositions 
toward technology 

The traits examined were age and sex, as these have been 
found to be important factors in prior research Age has been 
found to influence both individual perceptions about tech- 
nology (Morris and Venkatesh 2000), including technology 
outcomes such as usage and performance (Czaja and Sharit 
1993), and job-related perceptions such as Job satisfaction 
(Near, Rice, and Hunt 1978) Older workers have been 
shown to have more negative perceptions about a grven tech- 
nology and use it less frequently (Morris and Venkatesh 
2000) Similar effects have been found for sex Women 
exhibit greater anxiety (Rosen and Maguire 1990) and more 
negative perceptions toward a technology, and they use the 
system less than men do (Venkatesh and Morris 2000) 

The dispositions toward technology examined in this 
research are computer self-efficacy and computer playful- 
ness Computer self-efficacy assesses the degree to which a 
person believes that he or she has the ability to use a tech- 
nology to accomplish a particular task/job—for example, 
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using the SFA to accomplish sales-oriented tasks (see Com- 
peau and Higgins 1995) Only a small percentage of sales- 
people consider themselves experienced technology users, 
and the vast majority have little to no experience (Petersen 
1997) Typically, lower scores on computer self-efficacy 
lead to more negative individual perceptions about the tech- 
nology in question (Venkatesh 2000) Computer playful- 
ness—a person's tendency to act imaginatively and/or spon- 
taneously with computers—can also affect technology 
acceptance Prior research has shown that some people 
inherently approach technology use with higher levels of 
computer playfulness, which leads to increased computer 
acceptance (Venkatesh 2000, Webster and Martocchio 
1992) 


H, Individual characteristics will influence individual percep- 
tions of the SFA technology (a) Younger employees will 
have more positive perceptions of the SFA technology, (b) 
men will have more positive perceptions of the SFA tech- 
nology, (c) employees with higher computer self-efficacy 
will have more positive perceptions of the SFA technology, 
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and (d) employees with higher computer playfulness will 
have more positive perceptions of the SFA technology 


Role Perceptions 


Prior research ın sales management has highlighted the 
boundary-spanning role of salespeople (Singh 1998) 
Boundary-spanning behaviors often lower role clarity (1e , 
uncertainty regarding the type of job behavior to perform in 
a specific situation) and increase role conflict ( e , experi- 
encing incompatible expectations that need to be satisfied 
simultaneously) that can influence individual perceptions of 
technology and work outcomes Implementations of tech- 
nologies such as SFA tools make it easier for salespeople to 
manage their boundary-spanning roles more effectively 
(Kolodny et al 1996), as they have more accurate and time! 
information to share with customers and typically a то 

robust set of tools for communicating between parties (Yan 
and Louis 1999) Prior research demonstrates that higher 
levels of role clarity and role conflict also negatively influ- 


ence Job satisfaction, absenteeism, and voluntary turnover 
(Brown and Peterson 1993) Therefore, 


Н, Role perceptions will posittvely influence individual per- 
ceptions of the SFA technology 

H, Role perceptions will negatively influence subjective 
outcomes 


H; Role perceptions will negatively influence objective 
outcomes 


Organizational Characteristics 


Prior research has identified some organizational character- 
istics that can have significant influence on the successful 
implementation of technology, and these factors are also 
expected to affect SFA acceptance (Petersen 1997, Siebel 
and Malone 1996) Specific critical success factors includ- 
Ing top management support (Jarvenpaa and Ives 1991) and 
early involvement and participation of the user population 
(Bark: and Hartwick 1994, Hartwick and Bark: 1994) have 
been demonstrated to influence individual perceptions of a 
technology favorably Another characteristic 1s perceived 
voluntariness, which focuses on the extent to which the use 
of an innovation is perceived to be nonmandated by the 
organization (Agarwal and Prasad 1997, Moore and Ben- 
basat 1991) Prior research has demonstrated that the degree 
to which a technology innovation 1s perceived as voluntary 
(versus mandatory) has a positive effect on perceptions of 
the technology and ultimately technology 1nfusion—that 15, 
the internalized use of a technology (Hartwick and Barki 
1994) Therefore, 


Н; Organizational characteristics will positively influence 
individual perceptions of the SFA technology 


Individual Perceptions of Technology 


Prior research investigating user acceptance of technology 
has illustrated the importance of innovation diffusion theory 
(e g , Moore and Benbasat 1991, Rogers 1995) in offering a 
rich perspective (Plouffe, Hulland, and Vandenbosch 2001) 
for understanding the degree to which a technology 15 likely 
to result in adoption and use The perceptions tailored to 
technology adoption are outlined by Moore and Benbasat 
(1991) Relative advantage ıs the extent to which a system 
1s perceived as better than its precursor Compatibility 1s the 
extent to which a system 1s compatible with existing norms, 
beliefs, values, and past experiences Complexity 15 the 
extent to which a person believes that using a particular sys- 
tem will be free of physical and mental effort Visibility 15 
the extent to which the system ıs seen in the organization 
Image is the extent to which a system 1s perceived to 
enhance a person’s status in the social system Results 
demonstrability 15 the extent to which a system 15 amenable 
to demonstration and the advantages are more visible Triai- 
ability 1s the extent to which a person can experiment with a 
system 

Although there 1s evidence that each of these perceptions 
can influence technology adoption and usage, it has been 
demonstrated that different individual perceptions of tech- 
nology will be more or less salient depending on the tech- 


nology (Agarwal and Prasad 1997) More specifically, the 
meaningfulness of a specific individual technology percep- 
tion is linked to the consequences of using the technology 
(Thompson, Higgins, and Howell 1991) Therefore, favor- 
able individual perceptions about the technology shouid 
lead to positive perceptions regarding the manner 1n which 
the technology can support job or professional activities 


Hg Individual perceptions of the SFA technology will posi- 
tively influence perceptions of job and professional fit 


Person-Technology Fit 


Identity theory provides a lens to examine the conflict 
among the different roles a person plays 1n his or her pro- 
fessional and personal life (e g , Abrams and Hogg 1990) 
More specifically, tdentity theory suggests that people 
develop meanings and expectations associated with specific 
roles and act in ways to preserve the meanings and expecta- 
tions inherent ın each role (Thoits and Мизћир 1997) А per- 
son typically views himself or herself as having multiple 
roles (Stets and Burke 2000) For example, salespeople are 
likely to identify with two different work-related roles a 
professtonal identity (“I am a salesperson”) and ап organı- 
zational identity (“I handle the northeastern sales territory 
for ABC Corporation") Sometimes these roles аге synergts- 
tic, and activities performed 1п one role are consistent with 
expectations of the other role At other times, there might be 
significant conflict between expectations inherent 1n two or 
more roles a person performs 

How might a given technology influence professional 
and organizational roles? Prior evidence demonstrates that a 
specific technology (e g , SFA) can be perceived as compe- 
tence-enhancing or competence-destroying depending on 
the users’ socially constructed meaning (Burkhardt and 
Brass 1990) A technology 1s competence-enhancing when 
it preserves and enriches the value of existing skills, knowl- 
edge, and relationships In contrast, competence-destroying 
technologies render existing skills, knowledge, and relation- 
ships obsolete, creating perceptions of “deskilling” (Braver- 
man 1974, Burkhardt and Brass 1990) and resulting 1п neg- 
ative perceptions of the job (Hackman and Oldham 1980) 
For example, 1f an SFA 15 implemented using embedded 
expert system capabilities, the salesperson may perceive that 
his or her competencies are no longer an integral part of the 
sales process Furthermore, perceptions of deskilling may 
result in an employee believing that he or she 1s losing 
important competencies and skills relative to the market- 
place (Braverman 1974), leading to voluntary turnover 

In addition, SFA tools often automate many of the rou- 
tine information flows (e g, between the salesperson and 
technical support staff) associated with the sales process 
through the use of e-mail, electronic data interchange, and 
bulletin boards This can lead to less interaction with 
coworkers and customers (Hill and Swenson 1994) and/or a 
decrease in perceived trust among parties (Barrett and Wal- 
sham 1999), which can lead to negative perceptions about 
the technology Thus, although salespeople can assess fea- 
tures of the SFA technology before use, ongoing usage of 
the technology results 1n a salesperson developing a socially 
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constructed meaning regarding the degree to which the SFA 
tools are consistent with his or her job (1e, the degree to 
which SEA tools enhance the job) and profession (1e , the 
degree to which SFA tools enhance professional develop- 
ment or long-term career opportunities) А competence- 
enhancing socially constructed meaning will result ın posi- 
tive perceptions of person-technology fit and will result in 
favorable outcomes, in contrast, deskilling and routinization 
will result 1n negative perceptions of person-technology fit 
that lead to negative outcomes "Therefore, 


H; Person-technology fit (job fit and professional fit) will 
positively 1nfluence subjective outcomes 

Hg Person-technology fit (job fit and professional fit) will 
positively influence objective outcomes 


Professional State 


Can a technology implementation create a situation in which 
a salesperson experiences conflict between lus or her pro- 
fessional and organizational identities? When a conflict 
occurs (e g , a conflict between what ıt means to be a sales- 
person and the actual job of being a salesperson at ABC 
Company), a salesperson would first try to negotiate the 
expectations inherent in the conflicting roles with the hope 
of reducing or eliminating the conflict One way a salesper- 
son could change his or her expectations would involve 
avoiding the conflict-creating behavior—refusing to use the 
technology For example, Klein and Sorra (1996) demon- 
strate that when technology inhibits the fulfillment of an 
employee's values, commitment to use a given technology 1s 
reduced Alternatively, a salesperson could alter his or her 
conceptualization of fit to the job and/or organization More 
specifically, a salesperson could alter his or her 
person—organization fit (1 e , the match between the sales- 
person's values, beliefs, and norms and those of the organı- 
zation) or person-job fit (1 e , the degree to which the sales- 
person's knowledge, skills, and abilities are a match to the 
Job requirements) to be consistent with the current job 
and/or organization environment (Saks and Ashforth 1997) 
The manner in which a salesperson manages this con- 
flict may have significant implications for the organization 
If the conflict between expectations across roles cannot be 
eliminated, the salesperson would typically make a decision 
to eliminate one of the roles (Riley and Burke 1995) People 
have different levels of commitment to different. roles 
(Stryker and Serpe 1994), and the role for which there ts the 
least commitment 15 typically eliminated (Stets and Burke 
2000) In the context of this research, the two identities 
(roles) for the salesperson are professional and organiza- 
tional Therefore, in the conflict between being a salesper- 
son (however a person conceptualizes this role) and being a 
salesperson for ABC Company, ıt is crucial to determine 
which role exerts greater commitment Professional com- 
mitment—the degree to which a person is dedicated to, cares 
about, and 1s proud to be a member of a given profession 
(Wallace 1995)—1s а more enduring type of commitment 
than Job or organizational commitment (Morrow and Wirth 
1989) Professional commitment acts as a lens that filters an 
employee's response to change within the work environment 
(Van Maanen and Barley 1994) and can alter perceptions of 


102 / Journal of Marketing, July 2002 


work-related outcomes such as organizational commitment 
(Hackman and Oldham 1980) Thus, professional commit- 
ment should influence the degree to which the employee 
perceives Job-technology fit and profession-technology fit 
as being consistent or inconsistent with his or her conceptu- 
alization of the sales profession 

Therefore, 1f SFA tools result in job tasks that are either 
competence destroying or inconsistent with a salesperson's 
view of his or her Job or professional role, conflict between 
organizational and professional identities occurs In this sit- 
uation, the salesperson would likely choose the professional 
identity over the organizational identity (Rotondi 1975) 
Evidence of this phenomenon has been found ın the finan- 
cial trading industry since the introduction of electronic 
markets, traders and underwriters questioned both the 
design of their jobs and how electronic markets influenced 
their professional identities. (Barrett and. Walsham 1999) 
Thus, when a given technology is perceived as competence 
destroying, professional commitment will be more 1mpor- 
tant than organizational commitment, leading to poor 
profession-technology fit and negative subjective outcome 
effects (Barrett and Walsham 1999) 


He Professional commitment will negatively influence per- 
son-technology fit 


Hijo Professional commitment will negatively influence sub- 
Jective outcomes 


Experience with Technology 


In addition to the hypotheses (Н, through Hijo) that helped 
describe the relationships shown in the research model, we 
are also interested 1n understanding how the various out- 
comes change over time as experience with the technology 
Increases Prior research investigating human behavior (Doll 
and Ajzen 1992) and, more specifically, technology use 
(Burkhart 1994, Robey and Boudreau 1999) has demon- 
strated the importance of actual behavioral experience in 
solidifying attitudes and, ultimately, behavior Active expe- 
rience leads to sensemaking and enables a person to socially 
construct opinions about the technology after using the tech- 
nology ш the intended context (Burkhart 1994, Robey and 
Boudreau 1999) Adaptive structuration theory has extended 
this examination and. suggests that social structures and 
human interaction with the technology create a technology- 
in-use that may be similar to or different from the way the 
technology was originally conceptualized by either the 
designer or user (DeSanctis and Poole 1994, Orlikowski et 
al 1995) 

The sensemaking or technology-in-use process should 
generate strong salesperson attitudes (positive or negative) 
regarding the capabilities and value of the technology given 
the significant role SFA tools may have 1n supporting the 
salesperson's job In the social construction of these atti- 
tudes, prior research has demonstrated that employees tend 
to value 1ndividual benefits, such as career advancement, 
over management goals, such as employee use of technol- 
ogy (Francik et al 1991) More specifically, salespeople 
may reject or minimize their use of the SEA tools, reduce 
their commitment to the organization, have lower job satis- 
faction and higher absenteeism, and/or voluntarily leave the 


organization if they are required to use SFA tools (Saks and 
Ashforth 1997) that are perceived as competence destroy- 
ing Thus, as the salespeople acquire experience with the 
SFA system, if it 1s perceived as competence destroying and 
if its use 1s inconsistent with the salesperson’s professional 
development and opportunities (e g , career advancement), 
negative outcomes are likely to result 


Hj, With increasing experience with the SFA technology, sub- 
Jective and objective outcomes will become more nega- 
tive compared with outcomes earlier 1n the implementa- 
tion process 


Research Method 


We investigated two organizations where a new SFA tech- 
nology was implemented and ultimately rejected. We pro- 
vide a description of the two organizations, measures, and 
techniques used to collect the data 


Organizations and Participants 


Firm 1 Telecom Telecom sells and leases telecommuni- 
cation equipment and provides repair and maintenance ser- 
vices Telecom had revenues ın excess of $800 million in the 
year the SFA technology was implemented A significant 
component of its business involves postsales service and 
upgrades, given the frequency and magnitude of the 
telecommunication needs of its customers During the year 
of study, Telecom operated four separate branch offices and 
employed nearly 4000 people, of whom 399 were salespeo- 
ple, all salespeople participated in this study, and 277 pro- 
vided all data at all points of measurement As we discuss 
subsequently, a significant part of this loss in sample size 15 
attributable to voluntary turnover Salespeople had, on aver- 
age, seven years of sales experience and had been with the 
firm for approximately five years Salespeople were 
required to have sufficient technical selling expertise, 
because they sold three different products (1) network ser- 
vice contracts, (2) network review contracts, and (3) net- 
work upgrade contracts to business customers 

Before acquisition and implementation of the SFA tool, 
the organization held focus groups with all salespeople to 
determine their needs Vendors were invited to make pre- 
sentations regarding their products to management and 
salespeople The attendance of salespeople at these presen- 
tations was voluntary Estimates by the organization indi- 
cated that most presentations were attended by nearly half 
the sales force Six vendors were invited to submit bids A 
committee that included two salespersons made the final 
selection Each salesperson received a laptop computer 
enabling immediate access to information, such as hardware 
and software price checks and equipment availability, to 
share with the customer The specific SFA system chosen 
enabled the organization to integrate internal databases and 
informational sources to the laptop with wireless modem 
capability Salespeople in Telecom bring technology compe- 
tence and network assessment capabilites to the sales 
process The SFA technology was designed to augment and 
support the knowledge base the salespeople already had 
regarding the products and services available In addition, 


the SFA technology contained expert system capabilities, 
supporting the salesperson's ability to provide contract rec- 
ommendations based on changing user demands It was 
believed that the use of these tools would enhance the firm's 
responsiveness to its customers and increase the salesper- 
son's ability to close orders on-site Members of top man- 
agement within and outside the sales hierarchy were strong 
proponents of the SFA system and strongly encouraged its 
use Overall, the system was also consistent with the organı- 
zation's 1mage of "being at the cutting edge” of IT 


Firm 2 Real Estate Real Estate 15 a national real estate 
agency, and six locations spread across two major Midwest 
metropolitan areas participated 1n this study The six loca- 
tions together employed 289 sales agents, of whom 251 par- 
ticipated in this study, and 177 provided all data at all points 
of measurement The sales agents, on average, had ten years 
of selling experience and had been with the firm for more 
than five years Each salesperson had access to SFA tech- 
nology on desktop/laptop computers housed at the corporate 
office/personal residence The six branch offices were 
among several branches that were invited to participate in 
the early phase of the introduction to the “advanced SFA 
tool” (reported from the brochure of the corporate office) 
Sales managers at each of the branch offices introduced the 
tool in the branch and made it available to the agents to sup- 
port sales activities As did Telecom, Real Estate encour- 
aged (but did not mandate) the use of the SFA technology 
The SFA tools enabled agents to perform database searches 
of existing properties that fit a buyer’s criteria and were 
available for sale Furthermore, these tools enabled the sales 
agent to take prospective buyers on a virtual tour of some of 
the properties before making an in-person visit to the prop- 
erty It was believed that these virtual tours would enable 
the buyer to quickly reject properties and/or identify prop- 
erties that were of great interest, thus streamlining the over- 
all sales process Furthermore, this Streamlining was 
expected to enhance the customers’ experience by enabling 
the customers to examine more properties in less time, 
potentially increasing their satisfaction with the search 
process and improving the purchase decision Overall, the 
SFA technology was consistent with the image and vision of 
the branch office management and agents of “embracing 
cutting edge technology to better customer experiences” 
(reported from interviews with agents and management 
prior to implementation) 


Data Collection 


Data were collected over a six-month репой Perceptual 
data were collected at two points in time (immediately after 
training and three months after implementation), and objec- 
tive data were collected during the entire six months of the 
study When available, objective data that were routinely 
collected (e g , turnover, absenteeism) аге provided ın the 
time frame prior to the study for a better understanding of 
the firms before the SFA technology implementations 


TI immediately after training In each firm, the sales 
force underwent a two-day training program, conducted on 
the firms’ premises, before implementation, the training pro- 
gram was tailored to each firm's SFA tools АП salespeople 
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participated in the training, which had a dual emphasis 
Salespeople were acclimated to the new tools and were pro- 
vided substantial hands-on experience to gain comfort with 
the tools The trainers focused on what the firm and sales 
management perceived to be appropriate use of the tools 
across a range of different customer interactions Immedi- 
ately after training (T1), participants completed a survey 
1nstrument on-site. Each respondent's survey used a unique 
identifier (bar code) to facilitate the tracking of responses 
over time 


Extended data collection Tla, T2, T2a, and T3 To min- 
imize common method bias, we measured subjective out- 
comes of interest six weeks after implementation. Subjec- 
tive outcomes measured at T1a can therefore be predicted by 
posttraining individual reactions from T1 We can make а 
stronger case for causality and predictive validity by col- 
lecting outcome measures after salespeople had experience 
with the technology Six weeks after T1, a paper-and-pencil 
survey was distributed to individual mailboxes and returned 
to dropboxes located on the premises Three months after 
implementation (T2), participants completed the same sur- 
vey instrument as at Т1 Approximately six weeks after T2, 
denoted as T2a, we measured subjective outcomes The sur- 
vey distribution and collection process was identical to Tla 
and T2 We took a final set of objective measures at T3, six 
months after implementation Thus, we could use the per- 
ceptual data gathered at T1 to predict objective outcomes 
measured between T1 and T2, similarly, we could use per- 
ceptual data gathered at T2 to predict objective outcomes 
measured between T2 and T3 


Measures 


We used validated scales to measure the various constructs 
collected through surveys The scales employed and their 
sources are shown in Table | We measured the objective 
outcomes—actual system usage, sales performance, absen- 
teeism, and voluntary turnover—using archival data рго- 
vided by the two participating firms (measures are not 
shown in Table 1) In both firms, we measured usage by 
monitoring duration of use—90 seconds or more of inactiv- 
ity was no longer counted by the system while measuring 
use, when activity began again, the usage again counted 
toward the duration of use measurement This ensured that 
the usage behavior measurement was not just the duration 
that the user was logged onto the system but rather time of 
active use—such measurement is consistent with previous 
research that measures actual usage (see Collopy 1996) 
Furthermore, the usage measure in the analysis was the 
average weekly use—this helped control for natural ebbs 
and flows 1n usage 

Absenteeism was based on recorded absences from 
work, and the measure is tabulated as the number of 
absences per month per salesperson We recognize that this 
measure has limited usefulness because salespeople often 
work extended and unconventional hours and may necessar- 
Пу formally miss much work Voluntary turnover was mea- 
sured as whether the respondent resigned from the firm In 
addition, archival data on absenteeism and turnover in the 
time preceding the study were maintained as part of normal 
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personnel records ın both firms—we examined three sıx- 
month windows prior to the six-month study Sales perfor- 
mance was measured differently in the two firms Of the 
various indicators tracked, Telecom was willing to share the 
number of contracts and sales volume, the comparable mea- 
sures in Real Estate were the number of sales closed and the 
volume of business However, Real Estate was willing to 
share only each salesperson’s number of contracts closed 
during the time frame of the study 


Results 


EQS 3 0 (Byrne 1994) was used to perform a confirmatory 
factor analysis (CFA) and test of the structural model 


Measurement Model 


The overall fit of the measurement model, based on a CFA, 
was good at both points of measurement 1n both firms Mea- 
sures of overall fit at Telecom (T1 and T2) and Real Estate 
(T1 and T2), respectively, were as follows comparative fit 
index = 94, 94, 92, 93, normed fit index = 92, 92, 91, 
91, nonnormed fit index = 91, 90, 89, 89 As evidence of 
convergent validity, all items (with the exception of triala- 
bility) loaded on their prespecified construct and were sig- 
nificant as determined by the t-values Table 1 presents the 
item parameter values for the factor structure matrix and 
Cronbach's alpha estimates for all scales in Telecom at T1 

The pattern of results was highly consistent at T2 in Tele- 
com and at T1 and T2 in Real Estate—the specific results for 
these are not reported here in the interest of brevity because 
of the high degree of consistency with Telecom at ТІ and 
prior validation of the scales used As 15 evident from the 
results, the scales exhibited high reliability with one excep- 
tion—namely, trialability, all other Cronbach's alpha esti- 
mates were greater than 70, and convergent/discriminant 
validity was supported In addition, Lagrange-multiplier 
tests indicated no significant cross-loadings for measure- 
ment items, further establishing discriminant validity. Trial- 
ability was not included ın further analysis because of low 
reliability (42, 57, 49, 63) Thus, a modified measurement 
model excluding trialability was estimated and supported 


Structural Model 


After confirming the appropriateness of the measurement 
model, we used EQS to test the research model We con- 
ducted two model tests for each firm We used perceptual 
measures taken at T1 to predict subjective outcomes mea- 
sured at Tla and objective outcomes measured between T1 
and T2, similarly, we used perceptual measurés taken at T2 
to predict subjective outcomes measured at T2a and objec- 
tive outcomes measured between T2 and T3 Results across 
the two firms were similar Examination of overall fit mea- 
sures indicates a good fit of the model to the data in Telecom 
(at T1 and T2) and Real Estate (at T1 and T2) comparative 
fit index = 92, 94, 91, 91, root mean square error of 
approximation = 04, 05, 02, 05, goodness-of-fit index = 
94, 93, 91, 93, adjusted goodness-of-fit index = 90, 90, 
91, 92, Akaike's information criterion = 107 2, 100 3, 89 9, 
94.2, consistent Akaike’s information criterion = —301 93, 


TABLE 1 
Construct Measures and Reliabilities Based on CFA 





Self-Efficacy (Compeau and Higgins 1995) | 
could complete the job using the software package 
(ten-point scale from "not at all confident" to 

“totally confident") 
if there was no one around to tell me what to do 
if 1 had only the software manuals for reference 
if | had a lot of time to complete the job for which 
the software was provided 
if | had seen someone else using it before trying 
it myself 
if someone else had helped me get started 
if | could call someone for help if | got stuck 
if I had just the built-in help facility for assistance 
if someone showed me how to do tt first 
Computer Playfulness (Webster and Martocchio 
1992) Characterize yourself when using computers 
Circle the number that best matches a description 
of you interacting with computers 
Spontaneous 
Unimaginative (Reverse-Scored) 
Flexible 
Creative 
Playful 
Unoriginal (Reverse-Scored) 
Uninventive (Reverse-Scored) 
Role Clarity (Saks and Cronshaw 1990) 
| have a clear idea of what someone in my job 
does 
| am well aware of the duties that will be required 
of me 
| have a very good idea of what my Job entails 
Role Conflict (Rizzo, House, and Lirtzman 1970) 
| have to do things that should be done 
differently 
| work under incompatible policies and 
guidelines 
| work on unnecessary things 
Voluntariness (Moore and Benbasat 1991) 
My superiors expect me to use the system 
My use of the system is voluntary 
Although it might be helpful, using the system is 
certainly not compulsory in my job 
My supervisor does not require me to use the 
system 
Complexity (Moore and Benbasat 1991) 
Interacting with the system does not require a lot 
of my mental effort 
My interaction with the system is clear and 
understandable 
| find the system to be easy to use 
| find it easy to get the system to do what | want 
it to do 
User Participation (Hartwick and Barki 1994) 
| played an important role in the design and/or 
development of the SFA system 
| felt my opinion was adequately considered 
during the process of design and/or 
development of the SFA system 
| participated in the design and/or development 
of the SFA system 
User Involvement (Adapted from Barki and 
Hartwick 1994) | consider the new system 
To be of no concern to me/to be of concern to 
me 


To be irrelevant to me/to be relevant to me 
To be insignificant/to be significant 
To mean nothing to me/to mean a lot to me 
Management Support (Leonard-Barton and 
Deschamps 1988) 
The use of the system is encouraged by 
management 
My manager supports the use of the system 
My supervisor encourages the use of the system 
Relative Advantage (Moore and Benbasat 1991) 
Using the system enables me to accomplish 
tasks more quickly 
Using the system enhances my effectiveness on 
the job 
Using the system makes it easter to do my job 
Compatibility (Moore and Benbasat 1991) 
Using the system 15 compatible with all aspects 
of my work 
| think that using the system fits well with the 
way | like to work 
Using the system fits into my work style 
Visibility (Moore and Benbasat 1991) 
| have seen what others do using the system 
In my organization, one sees the system on 
many desks 
The system is not very visible in my organization 
Image (Moore and Benbasat 1991) 
People in my organization who use the system 
have a high profile 
Having the system is a status symbol in my 
organization 
Results Demonstrability (Moore and Benbasat 
1991) 
| have no difficulty telling others about the results 
of using the system 
The results of using the system are apparent to 
me 
Job Fit (Thompson, Higgins, and Howell 1991) 
The system can increase the quantity of output 
for the same amount of effort 
Using the system has no effect on the 
performance of my job 
Using the system decreases the time needed for 
my important job responsibilities 
Using the system significantly increases the 
quality of output of my job 
Using the system increases the effectiveness of 
performing Job tasks 
Professional Fit (Thompson, Higgins, and 
Howell 1991) 
Using the system increases the level of 
challenge in my career 
Using the system increases the flexibility of 
changing jobs 
Using the system increases the amount of 
variety in my career 
Using the system increases the opportunity for 
more meaningful work 
Using the system increases the opportunity for 
preferred career assignments 
Using the system increases the opportunity to 
gain job security 
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TABLE 1 
Continued 





Person-Job Fit (Peters, Jackofsky, and Salter 


1981) .78 
I fit nght into the job. 77 
Taking everything into account, the job is а 
complete fit for me. 80 
The job provides a total fit for me 80 
Person—Organization Fit (Peters, Jackofsky, and 
Salter 1981) .80 
1 would fit right in to the organization .80 
The organization will be a total fit for me 80 
Taking everything into account, the organization 
will be a complete fit for me 81 
Professional Commitment (Adapted from 
O'Reilly and Chatman 1986) 45 
| am proud to tell others that | am part of this 
profession. 75 
I talk up this profession to my fnends as a great 
profession to work for 72 


| feel a sense of belonging to this profession 


rather than it just being a job 77 
Organizational Commitment (Adapted from 
O'Reilly and Chatman 1986) 75 
1 am proud to tell others that | ат part of this 
organization 80 
| talk up this organization to my friends as a 
great organization to work for 77 
| feel a sense of "ownership" for this organization 
rather than just being an employee 70 
Job Satisfaction (Adapted and Extended from 
O'Reilly and Caldwell 1981) 81 
Overall, | am satisfied with my job 79 
| would prefer another, more ideal job (reverse- 
scored) 80 
| am satisfied with the important aspects of my 
job 88 


eaa eee 
Notes Boldface numbers are Cronbach's alphas, and regular typeface numbers are item parameters from the structural equation measurement 


model 


—289.33, —344 23, —300.01 Standardized parameters and 
the associated significance appear 1п Table 2. 

H, was supported in both firms at T1 and T2—both sex 
(Hia) and age (Hy) influenced relative advantage and com- 
plexity, respectively The effect of sex and age on only those 
two perceptions and not other perceptions 15 consistent with 
previous research (see Morris and Venkatesh 2000, 
Venkatesh and Morris 2000), similarly, the effect of self- 
efficacy (Hic) and playfulness (H;4) on complexity 1s con- 
sistent with Venkatesh's (2000) findings H, was partially 
supported at T1 and T2 1n both firms, 1n that role clarity and 
role conflict had an effect on compatibility but none of the 
other perceptions of the technology. H4 and H4 were not 
supported at ТЕ or T2 in both firms, as role perceptions did 
not influence subjective or objective outcomes directly, it 
appears that role perceptions have only indirect influences 
on the subjective and objective outcomes Hs was partially 
supported at T1 and T2 in both firms, as all four organiza- 
tional characteristics had some degree of influence on one of 
the perceptions about the technology. The notion that the 
antecedents did not 1nfluence all the individual perceptions 
of technology 1s consistent with prior research (Agarwal and 
Prasad 1997) Hg was partially supported at T1 and T2 in 
both firms, as relative advantage had an effect on both 
person-technology fit constructs 1n both firms at both points 
of measurement Ну was supported at T1 and T2 ın both 
firms; јоб fit had an effect on all four subjective outcomes, 
and professional fit had an effect only on organizational 
commitment Some of the most telling effects were 
observed in the support for Hg in both firms. (1) 
Person-technology fit positively influenced usage, (2) how- 
ever, lower perceptions of person-technology fit led to 
increased absenteeism and turnover, and (3) increased per- 
ceptions of person-technology fit were associated with 
higher sales in the T2 to T3 time frame though not in the T1 
to T2 time frame. Another interesting pattern emerged in the 
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support for Но and H,5—the effects of professional com- 
mitment on person-technology fit and subjective outcomes, 
respectively In relation to both hypotheses ın both firms at 
T1, a positive influence was observed. However, as experi- 
ence with the technology increased (1e , at T2), increasing 
professional commitment had a positive influence on per- 
ceptions of person-organization fit, person-job fit, and 
organizational commitment 

We tested Н; using repeated measures analysis of 
variance to examine changing subjective outcomes over 
time by comparing measures at Tla with measures at T2a, 
also, we contrasted objective outcomes in the T1—T2 time 
frame with measures from the T2-T3 tme frame It is 
apparent (Table 3) that the subjective outcomes were 
favorable ın the short run (Tla) and were comparable or 
even marginally better than preimplementation measures 
However, 1n the long run (T2a), the subjective outcomes 
were significantly more negative We also examined the 
changes in usage behavior, absenteeism, voluntary 
turnover, and sales performance over time (Table 4) 
Usage of the SFA technology 1n both firms decreased over 
the duration of the study In both firms, absenteeism 
increased significantly after implementation, which was 
confirmed by a Scheffe's test The turnover data are star- 
tling when before versus after implementation are com- 
pared, as there are substantial increases after 1mplementa- 
tion Company exit interviews indicated that the SFA tools 
were a primary driver in many of the voluntary turnover 
decisions, and many of these salespeople left the organi- 
zation to join competing firms In contrast to the other 
objective data, the sales performance did not increase over 
time—this was true when we compared the two measure- 
ments taken after 1mplementation at Telecom and Real 
Estate and when we compared the preimplementation 
measures with the postimplementation measures at 
Telecom 


TABLE 2 


Research Model Testing 
-___-_ ______-_____--__________-_--__-_-- = 3 ле ___"_- ___-_________-_"___ d 


Тејесот Real Estate 
T1 T2 T1 T2 


H4: Individual attributes to individual perceptions of technology 


Hi, Age — relative advantage 20** .19* 22* 19" 
H44 Age — complexity 17* .18* 19* 15* 
Ноа Sex relative advantage .15* 15* 17* .16* 
Ho, Sex — complexity 17* 15“ 20“ .16* 
На Self-efficacy — complexity 16* 17“ 15" 19" 
H4 Playfulness — complexity 18* 17* 16* 17* 
H2: Organizational characteristics to individual perceptions of technology 
Role clarity — compatibility 20** .22** 22** 20* 
Role conflict — compatibility – 18“ – 17“ -17* – 16" 
Ha: Role perceptions to subjective outcomes Allns All n s. Allns All n.s 
H4: Role perceptions to objective outcomes All n s. All n.s Allns Allns 
Hs: Organizational characteristics to individual perceptions of 1602587 
Voluntariness — relative advantage 15" 15“ 17" 15" 
User involvement — relative advantage 16" 16" 18“ .18* 
User participation — relative advantage 15* .18* 17* .15* 
Management support — visibility 22“ .20** 20* 18" 
Management support — image 23" n.s. 18* ns 
Не: Individual perceptions of technology to person-technology fit 
Relative advantage — job fit 28'** 25“ 25*** 22*** 
Relative advantage — professional fit .28*** 26*** 29*** 27“ 
Hz: Person-technology fit to subjective outcomes 
Job fit — organizational commitment 15* .25** 19" .23** 
Professional fit — organizational commitment 20* 20" 16" .21** 
Job fit job satisfaction .28*** 29*** 32** 30*** 
Job fit — person—organization fit 19* 20“ 19" 18“ 
Job fit — person-job fit 20“ 16" 17 .20** 
Hg: Person-technology fit to objective outcomes 
Job fit — usage .35*** 33*"* 32""* .30"** 
Professional fit — usage 31*** 28*** 27*** 32*** 
Job fit — absenteeism -49'* — 43*** -41'** – 40*** 
Professional fit —^ absenteeism – 23“ –.22“ – 20*** —.25*** 
Job fit — turnover —.28*** – 26*** —.26** – 23" 
Professional fit — turnover -22** – 20“ – 24“ — 18" 
Job fit — sales performance ns 15* ns 17* 
Professional fit — sales performance ns 18* ns .15* 
Hg: Professional state to person-technology fit 
Professional commitment — job fit 20“ — 18“ 18" – 20" 
Professional commitment — professional fit 19“ — 16" 22“ —21** 
Н;о: Professional state to subjective outcomes 
Professional commitment — organizational commitment .16* —.22"* .17* —.20** 
Professional commitment > person—organızatıon fit 19" = 21" 18“ – 18" 
Professional commitment — person-job fit 20** – 20“ 20** – 20" 
*p< 05 
“p< 01 
***p < 001 


Notes ns = not significant 


TABLE 3 


Comparison of Subjective Outcomes over Time 
C ESPERA EUM И ИН А И РРА cn e orco ec 


Telecom Real Estate 
Па Тга Tia T2a 
M (S.D.) M (S.D.) M (S.D.) M (S.D.) 
Organizational commitment 51 (107) 39 (78) 5 3 (1 01) 4 1 (.93) 
Job satisfaction 53 (120) 40 (93) 5 0 (1 04) 3 8 (.81) 
Person-organization fit 53 (101) 4 1 (100) 49 (74) 3.7 (.79) 
Person-job fit 48 (.87) 3.7 (1 10) 43 (89) 32(77) 


Notes All differences between T1a and T2a were found to be significant by means of a Scheffe's test S D = standard deviation 
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TABLE 4 
Comparison of Objective Outcomes over Time 





Telecom 


13-18 7-12 1-6 
Months Months Months 
Р! PI PI 


T1-T2 


Real Estate 


13-18 7-12 1-6 
Months Months Months 
T2-T3 PI PI PI 


T1i-T2  T2-T3 


M(S.D) M(S.D) M(S.D) M(S.D) M(S.D) M(S.D) M(S.D) M(S.D) M(S.D) M(S.D.) 


Usage@ NA NA NA 
Absenteeism? 9 (2) .8 (.3) 
Тигпоуегс 3 5 
Sales performance. 

Number of 

contractsd 71(10 69(9) 


Sales performance 
Sales volumee 


62(11 28(7 NA NA N.A 
8(4) 18 (4) 23(4) 4(1) 4(1) 
3 98c 9 3 


70(11)71(10) 7.1(14 NA МА N.A 


119 (27) 62 (1.8) 
4(1) 13 (4) 12 (5) 
10 52с 


32 (10) 33 (1 1) 


222 (45) 251 (48) 266 (55) 240 (51) 246 (49) МА. МА МА МА. МА 


Е 
а заде measures before implementation are by definition irrelevant Usage is reported as duration of use per week per salesperson 
Usage(T1-T2) was significantly different from Usage(T2—T3) on the basis of a Scheffe's test 

bAbsenteeism is based on number of absences per month per salesperson Preimplementation measures were significantly different from 


postimplementation measures on the basis of a Scheffe's test 
сТитомег data are for a six-month time frame 


dNumber of contracts reported is the number of contracts per salesperson per month All differences were nonsignificant 
eTelecom sales volume data are in thousands, all differences were nonsignificant Real Estate sales volume ts not available for publication 
Notes PI = preimplementation, S D = standard deviation, МА = not available 


Discussion 


The results of this research highlight specific challenges 
associated with integrating technology into boundary- 
spanning relationships between salesperson and customer 
Data from the longitudinal field studies demonstrate. that 
salespeople reacted fairly positively to SFA tools immedi- 
ately after training However, this initial response turned 
negative after salespeople had access to and/or used the 
tools for six months These negative reactions were mani- 
fested not only as a rejection of the SFA tools but also as 
increased absenteeism and voluntary turnover The primary 
driver of this reversal stems from the growing lack of pro- 
fessional fit between the SFA tools and the sales force Inter- 
view data corroborated this finding Salespeople perceived 
that the SFA tools had a negative impact on and/or disrupted 
the sales process to the point that the system did not play to 
their strengths as salespeople 

Prior research has suggested that people can form either 
realistic or unrealistic expectations of new systems 
(Venkatesh 2000). It appears that salespeople can form fairly 
accurate assessments about their own future interaction with 
the system but cannot fully anticipate how the system will 
change their jobs 1n the future Therefore, the lessons about 
technology implementation failures 1n the current research 
have far-reaching implications for IT ın general and SFA 
tools 1n particular 


Limitations 


Although longitudinal fieldwork enhances the relevance 
(real salespeople, tool, and interactions with customers) of 
the findings, ıt 15 important to recognize two potential limi- 
tations related to generalizability and internal validity From 
a perspective of generalizability, two different SFA imple- 
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mentations were assessed within two different firms that had 
strong relationship-oriented customer strategies Examining 
various SFA tools, SFA implementation processes, firms, 
and customer orientation strategies might have resulted 1n 
different outcomes This issue 1s somewhat alleviated 
because the features of the SFA technologies examined in 
this research are included 1n the SFA technologies provided 
by the top-20 SFA vendors, which suggests that the SFA 
technologies studied are similar to and representative of 
many other SFA implementations, thus increasing the poten- 
tial generalizability of the current work 

From an internal validity perspective, there are several 
decisions influencing outcomes that may or may not be made 
1n a six-month period This 15 of particular concern given the 
absenteeism and turnover results There were no changes in 
sales force compensation, structure, quotas, and so forth over 
the duration of the study Although there may have been 
other contributing factors to turnover decisions (e g , better 
Job offers, spouse relocation), some interviews (details are 
not reported 1n this article because of space constraints) sug- 
gested that the integration of SFA tools into the work envi- 
ronment was a primary motivator and, in some cases, “the 
straw that broke the camel’s back” when it came to increased 
turnover The preimplementation absenteeism and voluntary 
turnover data help allay fears about one alternative explana- 
tion—that 1s, that salespeople were exhibiting negative out- 
come effects before the SFA technology implementation 

Similarly, both firms implemented the SFA technologies 
consistent with well-known critical success factors of IT 
implementation success (e g , SFA champion, top manage- 
ment support, training) Although we cannot rule out all 
alternative explanations for the relationship between SFA 
implementation and outcomes, especially because this was a 
field study, we believe that many of the issues that can lead 


to implementation problems were addressed by the manner 
in which the implementation took place 


Implications 


The results of this study suggest that identity theory may be 
an important lens through which to examine sales force 
technology implementation Identity theory can explain 
phenomena across a variety of organizational and social set- 
tings, and its underpinnings appear to capture potential con- 
flicts that are particularly salient to salespeople Many sales- 
people experience greater autonomy than peers in other 
organizational roles and have greater access to external first- 
hand information given their boundary-spanning roles, and 
their performance 15 assessed quite visibly within and even 
outside the firm These attributes suggest that a salesperson 
15 more likely to think of himself or herself primarily as a 
salesperson ın general and secondarily as an employee of a 
given firm If this perspective 1s valid, it suggests that iden- 
tity theory has significant explanatory potential for the 
examination of a range of phenomena associated with sales- 
people and changes 1п the sales process, including customer 
orientation, compensation, and so forth The strong effect of 
professional commitment on person-technology fit and sub- 
Jective outcomes (positive relationship initially followed by 
a negative effect with growing technology experience) 
demonstrates the critical role that professional identity can 
play in work-related perceptions and outcomes. 

The integration and empirical validation of the research 
model, which incorporates individual attributes, role percep- 
tions, and organizational technology acceptance characteris- 
tics with identity theory concepts, provides a richer under- 
standing of the factors that most significantly influence 
perceptions of job-technology and profession-technology 
fit and outcomes over time The identity theory constructs 
(eg, professional commitment, person-organization fit) 
demonstrate salient relationships above and beyond the vari- 
ance explained by individual, Job, and organizational attrib- 
utes, providing additional support for the meaningfulness of 
the results Thus, this model provides a more complete 
understanding of SFA implementation in particular and 
employee acceptance of technology in general. Further 
research should examine this model ın the context of other 
technologies and professions to determine its generalizabil- 
ity and/or identify possible contingencies 

The results of this research are consistent with adaptive 
structuration theory and sensemaking, as described previ- 
ously (DeSanctis and Poole 1994), which suggests that users 
cannot assess the full range of effects a specific technology 
will have on their jobs until after ongoing use of the tech- 
nology. In this research, salespeople were unable to accu- 
rately forecast their assessment of relative advantage in the 
context of changes the SFA technology would bring to their 
Job (1 e , perceptions of relative advantage were high, yet the 
advantage provided by the technology did not seem to be 
desired when the SFA technology was actively used) Alter- 
natively, 1t could be argued that, a priori, the model did not 
identify key constructs that might shed light on a technology 
implementation gone awry Professional commitment and 
relative advantage were the only dnvers of the person— 


technology fit. Although this 1s consistent with prior 
research findings that not all innovation characteristics drive 
usage (e g , Agarwal and Prasad 1997), it leaves open the 
possibility that there 1s a broader set of factors beyond the 
constructs typically studied ın acceptance of technology (see 
Rogers 1995; Venkatesh 2000) that could and should be 
assessed to provide an early warning of potential 1ssues or 
problems in gaining salesperson buy-in A more proactive 
set of measures that requires the participant to conceptualize 
how the technology could be used for specific activities 
might capture inconsistencies 1n perceptions regarding tech- 
nology 1n use 1n advance of implementation. 

The data associated with job fit indicate more negative 
perceptions of job fit subsequent to the SFA technology 
implementation Future examination of technology imple- 
mentations and/or other events that affect the sales process 
should examine explicitly the degree to which the event will 
result in enhancing or destroying perceptions of competence 
and the subsequent career implications for salespeople 
Consistent with the findings from this research, prior 
research has demonstrated that attitudes and behaviors are 
shaped with continued access to and/or use of a technology 
in the user’s work context (Burkhart 1994, Robey and 
Boudreau 1999) In hindsight, many of the frustrations expe- 
rienced by salespeople 1n this study could very well have 
been identified as potential issues before design and штрје- 
mentation Therefore, one important question for 
researchers and managers 1s, To what degree can a particu- 
larly challenging technology be assessed before 1mplemen- 
tation, and/or can implementation halt when it becomes 
apparent that these technologies will not be successful? 

Rasmussen (1999) suggests that salespeople should be 
involved in the implementation process and then adequately 
trained to overcome the high SFA resistance that often exists. 
The results from our research suggest that this may be insuf- 
ficient to ensure success Salespeople should be actively 
involved with management in understanding the degree to 
which SFA technologies will augment the sales role and 
sales process well before purchase and implementation 
What activities will SFA tools automate? To what degree are 
the tools automating activities (value-added and non-value- 
added) versus changing activities? If managers and salespeo- 
ple can identify these issues before design and implementa- 
tion, facets of the tools that might provide limited value can 
be eliminated Also, facets of the tools that can provide value 
but might be perceived negatively (e g, feelings of being 
replaced by SFA tools) should be managed appropriately. 

Given the potential that salespeople will experience 
competence-destroying SFA technologies, how should SFA 
implementation be proactively managed? Although man- 
agers can alter the entire sales management system (e g., 
compensation, expectations) to better fit the breadth of sales 
processes to the firm's customer strategy, some SFA tools 
may truly replace the functionality provided by the sales- 
person In this case, an organization could choose not to 
implement the SFA technology because of the fear of alien- 
ating successful salespeople and the higher potential for the 
SFA technologies to be rejected. Although this might be a 
rational short-term decision, ıt may create a long-term com- 
petitive disadvantage with either higher selling costs or inef- 
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ficiencies in the sales process Alternatively, a firm could 
make a conscious decision to replace the “sales” skill set 
through voluntary turnover or downsizing (Chiesa and 
Manzini 1998) As Chiesa and Manzini (1998, p 121) note, 
“the earlier the firm recognizes that a competence-destroy- 
ing set of technologies 15 emerging, the earlier ıt can attempt 
to refresh 1ts competence " For example, if the perception 1s 
that for certain customers or customer interactions, a Web 
site providing design recommendations 1s the appropriate 
strategy, then firms should not hire engineers as salespeople 
Thus, firms need to assess proactively how SFA tools 
change the salesperson's role and identify the salesperson 
capabilities that are most appropriate 

Finally, post hoc interview data (details are not reported 
in this article because of space constraints) indicate that the 
salespeople at Real Estate expressed concern about the 
firm's motives ın implementing SFA technology and were 
particularly cognizant about being disintermediated Тћезе 
feelings are consistent with prior research that establishes 
the existence of greater internal conflict and power redistri- 
bution when competence-destroying technologies are imple- 
mented (Clemons, Thatcher, and Row 1995) Furthermore, 
prior research describes management's ability to. garner 
increased control when technology has been implemented 
(Burkhardt and Brass 1990)— managers can quickly and 
easily assess the number of, frequency of, and time allocated 


to sales calls, which results in increased monitoring (Sviokla 
1996) In addition, many salespeople may believe that their 
role 1s threatened, as managers would have access to all the 
information they might have about a customer (Sviokla 
1996), which increases the power differential between man- 
ager and salesperson in favor of the manager Organizations 
need to be aware of these perceptions to make effective tech- 
nology implementation decisions 


Conclusion 


Implementation of CRM systems has been and should con- 
tinue to be an important consideration for many businesses 
By no means does this research study suggest that imple- 
menting IT is somehow negative. More specifically, how- 
ever, there may be other fundamental changes a firm needs 
to make when implementing SFA or other CRM technology 
when and where warranted This research demonstrates 
empirically that technology, and specifically SFA tools, can 
generate excessive within-salesperson conflict that results ın 
significant organizational costs—a loss of not only financial 
investment but also valued employees By understanding 
and proactively assessing the potential for this conflict and 
then implementing mechanisms to manage this conflict 
appropriately, firms will stand a much better chance of 
obtaining successful SFA implementations 
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Siva K. Balasubramanian 4 Catherine Cole 


Consumers' Search and Use of 
Nutrition Information: The Challenge 
and Promise of the Nutrition 
Labeling and Education Act 


Four studies investigate the Nutrition Labeling and Education Act's (NLEA's) impact on how consumers use nutri- 
tion information. Field and laboratory studies compare, but do not detect any changes in, consumers' search for 
nutrition information or their recall of this information in the pre- and post-NLEA periods However, the search activ- 
ities of a select group (highly motivated and less knowledgeable consumers) benefited more from the NLEA than 
did other groups. Additional results from the field and lab studies indicate that the NLEA changed attention to neg- 
ative nutrition attributes (such as fat and sodium, of which less is better) more than it changed attention to positive 
attributes such as calcium and vitamins. Analyses of scanner databases confirm this trend (with the exception of 
calories) Focus group results also reflect these findings The authors discuss implications for public policy, man- 


agement, academic research, and consumer welfare 


(NLEA) dramatically changed nutrition labels on 
packaged foods in supermarkets, thereby increasing 
the amount of nutrition information available at the point of 
purchase This law requires packaged foods to display nutri- 
tion information prominently in a new label format, namely, 
the Nutrition Facts panel It also regulates serving size (to 
reflect what people really eat), health claims (that link a 
nutrient to a specific disease), and descriptor terms (eg, 
"]ow fat") on food packages 
This legislation's primary goal 15 to improve consumer 
welfare by providing nutrition information that will “assist 
consumers in maintaining healthy dietary practices" (NLEA 
1990, $ 2) The underlying hope is that 1f consumers have 
reliable nutrition information available at the point of pur- 
chase and if they understand how their diet affects their risk 
of different diseases, they will make risk-reducing food 
choices Ultimately, this change in behavior could reduce 
the costs to society of treating conditions such as heart dis- 
ease and some cancers 


T^ 1990 Nutrition Labeling and Education Act 
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The food industry incurred significant costs, estimated at 
more than $2 billion, to comply with the law (Andrews, Nete- 
meyer, and Burton 1998, Silverglade 1996) Because of the 
NLEA’s potential benefits and actual costs, we decided to eval- 
uate 15 impact on consumers with three queries First, did the 
NLEA succeed in promoting greater search and attention to 
in-store nutrition information? Second, given the large amount 
of pornt-of-purchase information the NLEA made available, 
are consumers selectively attending to some information, such 
as specific nutrition attributes or package descriptors like 
“low-sodium”? Third, because public policy aims to promote 
everyone’s health, did the NLEA legislation help consumers 
who are least likely to help themselves? Potentially, con- 
sumers who know less about nutrition may benefit more from 
the onset of the NLEA than those who know more If the 
NLEA homogenized the population so that less knowledge- 
able consumers behave more like knowledgeable consumers 
when making nutrition-related choices, the NLEA will have 
enhanced social welfare Motivation may also play a vital role 
here Whereas highly motivated consumers are likely to find 
the nutrition information-rich environment in the post-NLEA 
phase especially attractive, ıt 15 useful to examine the NLEA’s 
impact on less motivated consumers 

We organize the article as follows The next section 
delineates research issues and hypotheses Subsequent sec- 
tions present a series of complementary research studies In 
a field study, we analyze how grocery shoppers used nutri- 
tion information for three food categories, both before and 
after the NLEA took effect Next, in a lab experiment, we 
create different levels of knowledge and motivation in con- 
sumers and then ask them to shop for cereal with either the 
old or the new labels In our third study, we analyze longi- 
tudinal data extracted from scanner databases to assess the 
NLEA's impact across a longer period of time than the pre- 
vious two studies Our fourth study uses focus groups to 


Journal of Marketing 
Vol 66 (July 2002), 112-127 


examine consumers' views about food labels Finally, we 
discuss implications for public policy, management practice, 
academic research, and consumer welfare 


Theory and Hypotheses 


Search, Recall, and Choice 


We compare three aspects of 1n-store behavior by studying 
three different variables search intensity, recall efficiency, 
and food choices Search intensity refers to the degree of 
attention and effort consumers direct toward obtaining infor- 
mation about the specific purchase under consideration We 
examine whether the NLEA's introduction increased the 
intensity of consumers’ overall search for nutrition informa- 
поп We also measure recall efficiency for several reasons 

First, when assessed immediately after brand selection, 
recall accuracy 1s a good measure of how well point-of- 
purchase information has been evaluated and integrated into 
memory (Dickson and Sawyer 1990) Second, recall perfor- 
mance on a specific nutrition attribute indicates how 1mpor- 
tant consumers perceive that attribute to be Third, by adjust- 
ing recall performance for search intensity, we can 
determine if the new label increases the efficiency with 
which people acquire information. In addition, we assess 
whether the abundant post-NLEA nutrition information has 
prompted consumers to choose brands that have desirable 
nutritional characteristics By studying sales patterns, we 
can detect whether consumers' preferences for foods with 
nutritionally desirable characteristics have changed with the 
enforcement of the NLEA 


The Impact of the NLEA 


The NLEA may not only stimulate consumers to spend more 
time acquiring nutrition information but also increase the effi- 
ciency with which they process ıt The post-NLEA labels pro- 
vide much information in an easy-to-use format (Levy, Fein, 
and Schucker 1996) For example, the percent Daily Values 
(ФРУ) in these labels facilitate comparisons across and 
within brands In addition, the NLEA increased the propor- 
tion of packaged foods that display nutrition information from 
approximately 60% to almost 100% By encouraging nutn- 
tion education, the NLEA may also increase the perceived 
benefits of using nutrition information Thus, the NLEA may 
increase consumers’ performance on our research variables 

Conversely, it 1s possible that the NLEA will produce an 
opposite effect on these variables, because it allows manu- 
facturers to make health claims about diet-disease linkages 
on food packages Although consumers can inspect health 
claim information and the Nutrition Facts panel and inte- 
grate the two, recent evidence indicates that they may rely 
on easily visible nutrition claims and ignore the Nutrition 
Facts panel (Roe, Levy, and Derby 1999) More important, 
the strict nutrition regulations in the post-NLEA regime may 
reduce consumers’ urge to verify claims by inspecting the 
Nutrition Facts panel Thus, 1f consumers neglect to gather 
information from the new food labels, their performance on 
our research variables may decline 

Both sets of arguments advanced previously appear 
plausible, which makes it difficult to hypothesize the general 


direction of the NLEA's impact Nevertheless, this empirical 
issue 1s important for researchers, public policymakers, and 
practitioners, so we frame ıt as a research question (КО) 


RQ Compared with the pre-NLEA period, did the following 
change 1п the post-NLEA ега (a) search intensity for 
nutrition information, (b) recall efficiency for specific 
nutrition attributes, and (c) choice? 


The NLEA, Consumer Characteristics, and Nutri- 
tion Information Use 


The current model (see Figure 1, Panel A) depicts our 
hypotheses It features four consumer characteristics (micro 
factors) that affect how much consumers search for and how 
efficiently they process nutrition information. Specifically, 
we incorporate motivation and knowledge because they 
emerge as important facilitators in most models of informa- 
tion search and processing In addition, we tnclude brand 
loyalty and perceived similarity of brands (along nutrition 
dimensions) because they serve as perceptual screens that 
limit search Although these last variables previously have 
been identified as important (Putrevu and Ratchford 1997, 
Urbany, Dickson, and Kalapurakal 1996), they have yet to 
be incorporated into a model of nutrition-related behavior 
The model indicates that the likelihood that consumers will 
make nutritionally desirable food choices reflects not only 
how much information they seek out but also the environ- 
ment (macro factors such as the NLEA legislation) that 
directly affects the information made available to them In 
this model, the NLEA factor interacts with the micro factors 
(depicted schematically by the curved arrow 1n Figure 1, 
Panel А), the dashed arrows represent links that are not 
addressed ın our study 


Attribute-level трасі Logically, consumers might 
expect to be interested 1n foods that have (1) lower or no neg- 
ative nutrition attributes and (2) higher positive nutrition 
attributes А negative attribute 1s a nutritional characteristic 
that should be reduced, such as fat or sodium, whereas a pos- 
itive nutrition attribute 1s a nutritional characteristic that 
should be increased, such as calcium or vitamins Several rea- 
sons underlie consumers’ tendency to focus more attention on 
negative attributes than positive ones They may ascribe 
greater information diagnosticity to negative than positive 
attributes (Burton, Garretson, and Velliquette 1999, Garret- 
son and Burton 2000) Also, consumers may realize that a 
dietary supplement can supply positive nutrition attributes 
that are missing from their diet, but no pill can effectively 
subtract negative attributes (Russo et al 1986) The emphasis 
on negative attributes 1s also compatible with prospect theory 
People overweigh attributes associated with losses rather than 
those associated with gains (Tversky and Kahneman 1981) 

The NLEA is likely to accelerate this bias toward nega- 
tive attributes First, health claims allowed under NLEA 
guidelines (that associate specific nutrients with reduced 
risk of specific diseases) reinforce the bias Of the seven 
health claims approved by the Food and Drug Administra- 
tion (FDA) at the NLEA’s onset, three link negative attrib- 
utes exclusively with deadly diseases (1e , dietary fat and 
cancer, sodium and hypertension, and dietary saturated fat 
and high cholesterol and heart disease), and only one claim 
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FIGURE 1 
Models of Nutrition Information Processing 


A: Current Model 
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features а positive attribute (calcium and osteoporosis) The 
remaining claims showcase the combined role of several 
positive and negative attributes (21 CFR 101 72to 101 78) 
Second, NLEA regulations on nutrient content claims focus 
more on negative attributes (calores, sugar, sodium, fat, 
fatty acid, and cholesterol) than on positive attributes such as 
fiber (21 CFR 101 54 to 101 62, 105 56) More important, 
because they are regulated, both health and content claims 
appear more credible to post-NLEA consumers The preced- 
ing reasons, when combined with consumers' predisposition 
to attend more to negative attributes, may steer food manu- 
facturers toward increasing their emphasis on negative 
attributes as they market their products Under the circum- 
stances, consumers could absorb more information about 
negative attributes and therefore be more likely to select 
brands that tout attractive levels of negative attributes 1n the 
post-NLEA era than in the pre-NLEA era 


H, Compared with the pre-NLEA era, consumers in the post- 
NLEA era will increase search intensity, recall efficiency, 
and choice for negative nutrition attributes more than they 
change behavior related to positive nutrition attributes 
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Motwation to process nutrition information Motivation, 
defined as consumers’ goal-directed arousal to process nutri- 
tion information, increases the effort devoted to search and 
encode such information (Moorman 1996) Highly moti- 
vated consumers will search more intensely and attain 
greater recall efficiency than will less motivated consumers 
However, an intervention such as the NLEA may weaken 
this relationship ın socially beneficial ways 

Specifically, the NLEA may increase how much less 
motivated consumers search by lowering consumers’ search 
costs and prompting manufacturers to introduce interesting 
foods with desirable nutritional characteristics According to 
Rothschild (1999), offering low-motivation consumers a 
broad set of interesting alternatives decreases motivation’s 
influence on behavior Thus, when food manufacturers 
responded to the NLEA by improving the nutrition quality 
of (1) existing brands by adding positive nutrients and (2) 
brand extensions by deleting negative nutrients (Moorman 
1998), even low-motivation consumers may have discovered 
that it was relatively easy to eat healthfully In other words, 
we predict that motivation will have a less important influ- 


ence on both search intensity and recall efficiency in the 
post-NLEA era This is a desirable outcome of the NLEA 
because it implies that the search and recall performance of 
less motivated consumers has become more similar to those 
who are highly motivated 


Н; Compared with the pre-NLEA era, consumers’ motivation 
in the post-NLEA era will be a less 1mportant determinant 
of (a) search intensity and (b) recall efficiency 


Nutrition knowledge Consistent with Moorman (1996), 
we propose that nutrition knowledge affects recall perfor- 
mance rather than search intensity For a given level of 
search effort, high-knowledge consumers will recall nutri- 
tion attributes better because they can better interpret, retain, 
and access domain-related information However, the easy- 
to-comprehend nutrition information available on post- 
NLEA food labels may have weakened the relationship 
between nutrition knowledge and recall efficiency in socially 
desirable ways For example, consumers with low nutrition 
knowledge are unlikely to absorb unit-specific attribute 
information readily (e g , two grams of fiber/serving) from 
the old food label In contrast, the unit-free %DV value in the 
new food label may help them grasp such information 
quickly by placing it in the larger and more meaningful con- 
text of standard daily fiber intake (see the supporting evi- 
dence by Levy, Fein, and Schucker [1996]) Recall efficiency 
of low-knowledge consumers could therefore increase when 
they use the new label This increase 15 less likely to occur 
for high-knowledge consumers, because they interpret label 
information easily regardless of how it 15 presented 


H3 Compared with the pre-NLEA era, consumers' knowledge 
1n the post-NLEA era 1s a less important determinant of 
recall efficiency 


Percewed sumilarity of brands (on nutrition content) 
When evaluating alternatives on several dimensions, con- 
ѕитегѕ may ignore a dimension if all alternatives appear 
equivalent on that dimension As rival brands become more 
similar on key attributes, the perceived benefits from search 
diminish progressively (Urbany, Dickson, and Kalapurakal 
1996) Thus, the greater the perceived similarity across 
alternatives, the lower 1s the effort invested ın information 
search 

Intuitively, if a shopper 1s confident that brands in a given 
food category are nutritionally similar, he or she 1s less likely 
to search and compare brands Because the NLEA standard- 
ized serving sizes and introduced %DV information, post- 
NLEA shoppers can compare brands more easily and form 
Judgments about nutritional similarity with greater confidence 
Therefore, the relationship between perceived similarity of 
nutrition content (across brands in a category) and search effort 
will be stronger and more negative in the post-NLEA period 


H4 Compared with the pre-NLEA era, in the post-NLEA era 
the relationship between perceived similarity. across 
brands and search intensity will be more negative 


Brand loyalty Szykman, Bloom, and Levy (1997) sug- 
gest that experiential prior knowledge may discourage pre- 
ventive health behavior In the pre-NLEA era, brand loyalty 
may act as expertential prior knowledge that reduces con- 


sumers’ in-store search for nutrition information People 
behave similarly for price information Brand-loyal shop- 
pers who know a lot about their preferred product engage in 
little in-store price search (Putrevu and Ratchford 1997) In 
contrast, in the post-NLEA environment, the relatively 
information-insensitive brand-loyal consumers could ini- 
tially seek out new information for their preferred brands 
When the novelty of the new information wears off, brand- 
loyal consumers may again stop searching Initially, though, 
the NLEA may attenuate the negative relationship between 
brand loyalty and search intensity 


Hs Compared with the pre-NLEA era, in the post-NLEA era 
the negative relationship between brand loyalty and search 
intensity will be weaker 


Table | summarizes the research question and five hypothe- 
ses that guided our research 


Grocery Store Field Study 


Overview 


To assess the impact of NLEA-mandated labels on con- 
sumers' search for nutrition information, we observed shop- 
pers in grocery stores both before (early 1993) and after (late 
1994) the onset of the new food labels Participants included 
337 randomly selected Shoppers in three chain grocery 
stores ın a town located in the US Midwest We distributed 
data-gathering occasions evenly across stores, time of day, 
and day of the week Trained observers watched, inter- 
viewed, and paid all participants $1 00 each 


Measures 


Consistent with prior in-store research (Cole and Balasubra- 
manian 1993, Dickson and Sawyer 1990), we positioned 
trained observers in grocery store aisles for three product 
categories breakfast cereal, crackers, and packaged bread 
Unobtrusively, the observer recorded search intensity (PAN- 
TIME), measured as the time in seconds subjects devoted to 
the Nutrition Facts panel of the first brand chosen Given the 
in-store stacking arrangement for packaged foods, this 
panel, which 15 located on the side of package, is not observ- 
able unless the product 15 removed from the shelf By 
restricting our focus to packages that were picked up by con- 
sumers, PANTIME excluded search activities unrelated to 
the nutrition panel PANTIME possessed high reliability 
(interobserver agreement 92%) and validity. (correlated 
negatively with recall error) 

The observer then solicited the consumer's participation 
In a survey Most consumers contacted (80 4%) agreed 
They initially responded to scales that measured indepen- 
dent variables motivation (MOTIVPRO), a four-item scale 
to measure motivation to process nutrition information (eg, 
“Today, I was interested in looking at the nutrition informa- 
tion on the cereal package”, alpha = 82), knowledge 
(KNOWLEDGE), a two-item scale to measure nutrition 
knowledge (e g, “I am knowledgeable about the nutrition 
aspect of cereal", r = 86), brand loyalty (BRANDLOY), a 
two-item scale (Cole and Balasubramanian 1993, г = 78) to 
assess loyalty toward the chosen brand, and perceived nutri- 
tional similarity of brands (NUTRISIM,, a single-item scale 
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(eg, "АН breakfast cereals are similar on nutritional con- 
tent") Data collection also included several background 
variables category familianty (CATEGFAM), purchase fre- 
quency (PURCHREG), health status (HLTHSTAT), con- 
sumption frequency (OFTENEAT), age (AGB), and educa- 
tion (EDUC) 

For the brand they had just chosen, subjects were asked 
to recall the content value per serving for each of several 
nutrition attributes, the observer later recorded actual values 
for these attributes from a package of the selected brand 
Following prior research (Dickson and Sawyer 1990), we 


derived the respondent’s attribute-specific relative recall 
error (RRER) for sodium, potassium, protein, calories, cho- 
lesterol, fat, and fiber as the absolute of [(actual attribute 
value — recalled attribute value) x 100/(actual attribute 
value)] Finally, we computed a respondent-specific recall 
error index (REI) to capture the overall difference between 
recall errors for key negative and positive attributes as fol- 
lows [(RRERcatones + RRERgat) — (RRERproten + 
RRERpiber)/ (ККЕКсаопеѕ + RRERpa + ККЕКьоеп + 
RRERfiber) We excluded sodium, cholesterol, and potas- 
sium from REI because some respondents confused these 


TABLE 1 
Summary of Research Question/Hypotheses and Findings 
Field Lab Scanner 
Research Question or Hypothesis Study Experiment Data Analyses Focus Groups 
RQ Compared with the pre-NLEA 

period, did the following change in 

the post-NLEA era 

(a) Search intensity for nutntion No change No change Some consumers 
information? (sensitive to weight/health) 

noticed the new label 
information 

(b) Recall efficiency for specific No change No change 
nutrition attributes? 

(c) Choice (for foods that highlight Yes Participants reported more 
desirable levels of specific purchase of such foods 
nutrition attributes)? within taste and budget 

constraints 
H, Compared with the pre-NLEA era, Supported Supported Supported by In the post-NLEA period, 
consumers tn the post-NLEA era will for recall for search changes in participants noted frequent 
increase search intensity, recall error intensity category shares checks on negative 
efficiency, and choice for negative of brands that attributes but did not 
nutrition attributes more than they highlight negative mention positive attributes 
change behavior related to positive nutrition attributes 

nutrition attributes (except calories) 

Ho, Compared with the pre-NLEA era, No support Supported In the post-NLEA period, 
consumers’ motivation in the post- for regulated some motivated 

NLEA era will be a less important attributes consumers remain 

determinant of search intensity (nutrition skeptical about serving- 

claims, size information and hard- 
serving size) to-verify claims 
Hə Compared with the pre-NLEA era, No support No support 

consumers' motivation in the post- 

NLEA era will be a less important 

determinant of recall efficiency 

На Compared with the pre-NLEA ега, No support No support 

consumers' knowledge in the post- 

NLEA era is a less important 

determinant of recall efficiency 

H4 Compared with the pre-NLEA era, in Supported In the post-NLEA period, 
the post-NLEA era the relationship search diminishes as 
between perceived similarity across competing foods are 
brands and search intensity will be similar in nutrition content 
more negative 

Hs Compared with the pre-NLEA era, in Supported 


the post-NLEA era the negative 
relationship between brand loyalty 
and search intensity will be weaker 


a 
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milligram-denominated attributes as gram-denominated 
ones, thereby inflating recall errors unreasonably The REI 
ranges between —1 and +1, where a value of —1 (+1) indi- 
cates that positive (negative) nutrition attributes mainly con- 
tribute to the consumer's total recall error 


Analyses and Results 


RQ, and RQ, Within each food category, we first con- 
ducted t-tests that compared the pre- and post-NLEA 
respondent groups on background variables To investigate 
RQ,, we conducted analyses of covariance in each food cat- 
egory with PANTIME, our measure of search intensity as 
the dependent variable, and an NLEA dummy (pre-NLEA = 
0, post-NLEA - 1) as the independent factor Background 
variables that reflected significant differences between pre- 
and post-NLEA respondents were entered as covariates For 
all three categories, the analysis of covariance results 1ndi- 
cated that the NLEA had no statistical effect on PANTIME 
(breakfast cereal pre- versus post-NLEA 50 versus 44, 
Fi112 = 01, p < 93, crackers pre- versus post-NLEA 1 75 
versus 94, F1 102 = 26, p< 61, packaged bread pre- versus 
post-NLEA 00 versus 77, Fi 106 = 2 49, p < 12) 

To study RQ,, we estimated regression models for each 
product category, with RRER for various nutrition attributes 
as dependent variables and with the NLEA dummy, PAN- 
TIME, and other background variables as independent vari- 
ables Standard regression diagnostics pointed to a variance- 
stabilizing transformation or weighted least squares (Neter 
and Wasserman 1974), with all models estimated after 
weighting by I/[CATEGFAM]? Although we attempted to 


collect recall data on several nutrition attributes 1n each cat- 
egory, data were unavailable for all attributes 1n both the pre- 
and the post-NLEA era Given this constraint, only eight 
weighted regressions could be estimated The NLEA 
dummy was not significant in seven of these eight regression 
equations That 15, only one regression (with RRERGCajones aS 
a dependent variable for the crackers data) 1ndicated а 512- 
nificant increase in recall efficiency (p < 00) after the onset 
of the NLEA Overall, therefore, we did not detect much 
evidence that the new food labels significantly changed 
either the intensity of consumers’ search for nutrition infor- 
mation or their recall efficiency 


H, We tested Н; using a weighted regression model 
(weight = 1/[NUTRISIM]2) on data pooled across the three 
product categories The dependent variable was REI, and the 
NLEA dummy, NUTRISIM, and HLTHSTAT were inde- 
pendent variables (see the left-hand part of Table 2) The 
negative and significant coefficient for the NLEA dummy 
reflects а greater post-NLEA decrease 1n recall errors for 
negative than for positive nutrition attributes, thus support- 
ing H, A different operationalization of REI (using only 
calories and protein, the top negative and positive attributes, 
respectively) yielded more observations for analysis but did 
not materially alter the results 


Н, through Hs To test the hypotheses predicting inter- 
action effects between the NLEA dummy and motivation, 
perceived similarity, and brand loyalty, we first ran a regres- 
sion using PANTIME as the dependent variable (see the 
right-hand part of Table 2) Contrary to Но, ће NLEA varı- 
able did not interact with motivation Consistent with На, 








TABLE 2 
Field Study: Regression Results 
Test for Ну 
Dependent Tests for RQ,, RQ), Ho, Нз, H4, and Hs 
Independent Variable Dependent Variables 
Variables REI Independent Variables PANTIME RRER (fap? 
Intercept 2 03 ( 61) Intercept —2.75 (2 03) 260 65 (150 77)“ 
NLEA dummy — 51 (15)*** NLEA dummy — 53 (2 27) 162 62 (160 67) 
NUTRISIM ~ 10 ( 05)“ KNOWLEDGE —165 (16 11) 
HLTHSTAT —12(05)'* KNOWLEDGE x NLEA dummy —16 (1807) 
MOTIVPRO 23 (08)"* 754 (971) 
MOTIVPRO x NLEA dummy —00 (10) —1689 (1134) 
NUTRISIM 57 (25)" 1603 (2258) 
NUTRISIM x NLEA dummy -71 (36)'* 1375 (2604) 
BRANDLOY – 43 (17)** —583 (1878) 
BRANDLOY x NLEA dummy 55 (24)** 510 (2030) 
CATEGFAM — 03 (10) -257 (791) 
PURCHREG 05 (21) —5254 (12 07)*** 
ОҒТЕМЕАТ 13 (27) —54 65 (16 20)*** 
AGE 15 (23) 46 73 (1405)“7 
PANTIME -159 (406) 
R2 49 R2 08 30 
N 28 N 321 190 
*p< 10 
**p« 05 
***b < 001 


aWeighted least squares weighted by 1/[NUTRISIM]? 
bWeighted least squares weighted by 1/[[CATEGFAMP? 
Notes Standard error is in parentheses 
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there was а significant interaction between nutrition similar- 
ity (NUTRISIM) and the NLEA dummy on PANTIME (b = 
— 71, p « 05) Using Cohen and Cohen's (1983) approach to 
analyze this interaction, we found that as the hypothesis pre- 
dicted, the impact of NUTRISIM on PANTIME was more 
negative 1n the post-NLEA ега (b = — 096) than in the pre- 
NLEA ега (b = 279) Consistent with Hs, the interaction 
between brand loyalty (BRANDLOY) and the NLEA 
dummy on PANTIME was also significant (b = 55, p « 05) 
As predicted by this hypothesis, the impact of BRANDLOY 
on PANTIME was more negative in the pre-NLEA era (b = 
— 310) than in the post-NLEA era (b = 009) 

To be consistent with Moorman (1996), and because fat 
consistently ranks high among consumers' nutrition. con- 
cerns, we used RRERyg, as the dependent variable in a sec- 
ond weighted regression analysis. (weight = 
I/CATEGFAM]? Contrary to Нур and Нз, ће NLEA 
dummy did not significantly interact with motivation. or 
knowledge 


Summary 


The evidence did not support the view that the NLEA 
changed search intensity, defined as the time devoted to the 
Nutrition Facts panel This finding supplements results from 
a prior study (Moorman 1996), which reported that the 
NLEA increased nutrition information acquisition, теа- 
sured as elapsed time between the consumer accessing the 
first brand in the category and making the final brand choice 
divided by the number of brands purchased Given the dif- 
ferent measures of information search in the two studies, a 
plausible integrative insight emerges The NLEA may have 
increased attention to nutrition information found outside 
the Nutrition Facts panel on food packages, such as nutrition 
claims or descriptor terms such as “low fat” This 1s consis- 
tent with the findings of Roe, Levy, and Derby (1999) who 
observe that respondents who truncate their search or view 
claims allocate greater weight to information ın claims than 
to the information in the Nutrition Facts panel 

Our work also shows that the NLEA did not change 
recall efficiency for most nutrients Such attribute-specific 
information ıs available only ın the Nutrition Facts panel, so 
the poor recall results suggest that people do not consult this 
panel much When they do, evidence indicates that they are 
influenced more by negative than positive nutrients 

We found interactions involving the NLEA and two con- 
sumer characteristics perceived nutritional similarity and 
brand loyalty In the post-NLEA era, there 1s a stronger neg- 
ative relationship between the perceived nutritional similar- 
ity of brands and consumers’ search for nutrition informa- 
поп The post-NLEA era provides better access to nutrition 
information than ever before, so consumers are likely more 
confident about judgments of nutrition similarity. across 
brands Our findings also show that brand loyalty is less 
negatively related to search intensity in the post-NLEA 
period, though this pattern may hold only as long as the 
information about the preferred brand remains new 

Our remaining studies overcome several limitations 
First, we may not have detected changes tn consumer behav- 
ог because of a lack of awareness about NLEA-mandated 
changes in food labels In line with other surveys (e g , Sil- 
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verglade 1996), only 65% of our subjects in the post-NLEA 
sample were aware of the new food labels Our longitudinal 
scanner data analysis (reported subsequently) overcomes 
this limitation by studying purchase behaviors over 
extended periods Second, in the field setting, we were 
unable to track search intensity for positive and negative 
attributes Third, the lack of interaction effects for motiva- 
tion and knowledge with the NLEA are tempered by the 
finding that many field study respondents had low scores on 
our motivation and knowledge measures These limitations 
motivated our laboratory experiment, described next 


Computerized Shopping Lab 
Experiment 


Overview 


In this experiment, we manipulate three factors knowledge 
about nutrition information, motivation to process this infor- 
mation, and the nutrition label format (pre-NLEA versus 
post-NLEA) to investigate the КО, Н, Hz, and H4 Because 
the computer recorded the specific information that con- 
sumers inspected during a shopping task, we could examine 
whether the post-NLEA labels changed the type of informa- 
tion our subjects used 


Design, Procedure, and Independent Variables 


We used a 2 (knowledge) x 2 (motivation) x 2 (label format) 
between-subjects design We randomly assigned 190 stu- 
dents at a major university to one of several computers in a 
research lab (and thereby to one of the experimental treat- 
ments) equipped to run the Search Monitor program (Brucks 
1988) Subjects completed a short questionnaire assessing 
their familiarity with a practice product and breakfast cere- 
als They read a handout describing the information accessi- 
ble on the computer for each product To make the shopping 
task realistic, we announced that 20% of the participants 
would receive a free sample of the selected practice product 
and selected breakfast cereal Then they completed the 
shopping task for each product and, in a postchoice survey, 
recalled the fat content per serving of the cereal they 
selected 

We manipulated knowledge about nutrition information 
through education One-half of the subjects (high-knowl- 
edge condition) studied an informative brochure on the 
topic, which was adapted from FDA (1994) publications To 
manipulate motivation to process nutrition information, we 
instructed high-motivation subjects to follow a physician's 
recommendation. Select a cereal that 15 low in fat, sodium, 
and cholesterol By using the adjective “low” (instead of, 
say, a ceiling criterion such as less than three grams of fat 
per serving), we encouraged information search rather than 
satisficing behavior Low-motivation subjects did not 
receive this instruction We manipulated label format by 
making information about each of 12 cereal brands accessi- 
ble on the computer to subjects 1n the format of either the 
old or the new nutrition label The attribute values, obtained 
from actual brands, were the same ın both label conditions 
We also used brand names because they provide important 
information 


Dependent Variables 


АП measures were derived from computer records of sub- 
Jects' search activities. As in our field study, we measured 
ККЕКр from the postchoice survey and PANTIME as the 
time spent to inspect the nutrition panel for the brand 
selected In addition, we obtained usage measures for spe- 
cific attributes, calculated as the percentage of search 
requests devoted to brand name (BRND%), nutrition claims 
(NC%), serving size (SS%), and information from the nutri- 
tion panel (РАМФ) The use of percentages facilitates rela- 
tive comparisons tn search effort across nutrition attributes 
and helps control for individual differences in the extent of 
search Finally, we calculated the CAPRO% index using one 
negative attribute (calories) and one positive attribute (pro- 
tein) as follows (number of search requests about calories — 
number of requests about proteins) x 100/(total number of 
search requests) We excluded other attributes from the 
numerator because the motivation manipulation focused on 
those attributes 


Results 


Manipulation checks We assessed knowledge with a 12- 
item multiple-choice test about nutrition High-knowledge 
subjects obtained significantly higher test scores than low- 
knowledge subjects (low versus high knowledge 4 52 ver- 
sus 7 18, Fy 145 = 108 2, p< 01) Consistent with others who 
manipulated knowledge in experimental settings, we 
excluded from our remaining analyses high-knowledge par- 
ucipants who scored below the median on the knowledge 
test as well as low-knowledge participants who scored above 
the median on the same test 

To check the effectiveness of the motivation manipula- 
tion, we compared high- and low-motivation subjects on the 
percentage of information accessed about the three physi- 
cian-specified attributes Consistent with the manipulation, 
high-motivation subjects accessed a higher percentage of the 
three physician-specified attributes than did low-motivation 
subjects (F; 138 = 25 53, p < 01) 


Effects of new labels With respect to RQ, we found that 
the new food label format neither increased the amount of 
time spent inspecting information contained ın nutrition 
panels nor affected recall efficiency (PANTIME Fy 132 = 
58, p< 45, RRERg controlled for PANTIME Fi 132= 93, 
p < 33) Both these findings are consistent with the field 
study For PANTIME, a significant knowledge x motivation 
interaction (F; 132 = 374, p < 05) indicated that high- 
knowledge subjects spent the same amount of time inspect- 
ing information contained in nutrition panels (арргох!- 
mately 33 seconds) regardless of motivation levels, whereas 
low-knowledge subjects spent more time when their motiva- 
tion levels increased (from 27 to 55 seconds) 


Hy, Н», and Нз Consistent with Hj, we found a signifi- 
cant label effect With the new label, there was a larger rel- 
ative difference between search activity devoted to negative 
and positive attributes than with the old label (CAPRO% 
index new versus old label 2 15% versus 68%, Fi 136 = 
6 36, p < 02) Contrary to H, and Нз, but again consistent 
with the field study, we did not find any significant interac- 


tions between label format and motivation on PANTIME or 
ККЕКрар nor was the interaction between the label and 
knowledge on RRERg, Statistically significant 

However, other interactions suggest that the new label 
changed the relationships between motivation and the type 
of information used First, the significant label x motivation 
interaction (F; 136 = 6 0, p < 02) on NC% occurred because 
in the old label condition, motivation influenced nutrition 
claim usage High-motivation consumers used nutrition 
claim information more than low-motivation consumers 
(HM 16% versus LM 3%, t= 2 87, p< 01) In the new label 
condition, motivation did not affect nutrition claim usage, 
which averaged approximately 4% for both motivation 
groups (t = 90, p < 30) Second, we found a significant 
three-way interaction among motivation, knowledge, and 
label format on SS% (Е, 136 = 421, p < 04) This interac- 
tion occurred, in part, because of a significant effect of moti- 
vation on 55% under the old label (HM 2 195 versus LM 
396, t 2 278, p « 05) and a nonsignificant effect of топ- 
vation on SS% under the new label (HM 1 4% versus LM 
2%, t = 141, p « 16) Third, a marginally significant 
label x motivation interaction on PAN% (Fi,1365228, p< 1) 
indicates that the impact of motivation on PAN% 15 stronger 
with the new label than with the old label (new label HM 
55% versus LM 25%, t= 39, p < 01, old label HM 38% 
versus LM 28%, t = 1 54, p< 12) 


Summary 


In both our field study and lab experiment, we did not detect 
any effect of the NLEA-mandated change in the food label 
on (1) the relationships between motivation and search 
intensity and between motivation and recall efficiency or (2) 
the relationship between knowledge and recall efficiency 
However, we did find that consumers rely more on negative 
than positive attributes These consistenctes emerged 
regardless of whether motivation was measured or manipu- 
lated and whether knowledge was assessed through self- 
report or quiz scores 

Our findings offer new insights about how the new food 
label altered the relationship between motivation and the 
type of information inspected On the one hand, high-moti- 
vation consumers using the new label (compared with those 
using the old label) shifted focus away from nutrition claims 
and serving sizes toward the nutrition panel This behavior 
was particularly pronounced for low-knowledge consumers. 
On the other hand, low-motivation consumers, who were 
relatively insensitive to label format, relied mostly on brand 
names From a social welfare perspective, we conclude that 
1n the post-NLEA era, at least one group (high-motivation, 
low-knowledge consumers) depended less on nutrition 
claims, benefited more from standardized serving sizes, and 
devoted a larger proportion of search effort to the nutrition 
panel 


Longitudinal Scanner Data 
Analyses 
Overview 


To develop additional insights about the NLEA, we analyze 
changes tn longitudinal sales data Such a study has several 
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advantages over the previous ones First, people's food 
choices may be a more useful gauge of their nutrition- 
related concerns than 1s search or recall Second, analyzing 
sales trends across a relatively long time horizon may pro- 
vide insights about NLEA that are unavailable from com- 
parisons of data collected immediately before and after the 
effective date of NLEA Third, instead of relying on the 
Nutriion Facts panel, post-NLEA consumers may use 
descriptor nutrition information, such as “low fat," “low 
sodium,” and "calcium added,” that may appear on food 
packages As discussed during the development of H,, prod- 
ucts featuring descriptor terms 1n the post-NLEA. period 
needed to conform to prescribed NLEA guidelines. Such 
products often represent line extensions, and the corre- 
sponding descriptor 15 effectively integrated into the brand 
name for display purposes (e g , Keebler Hydrox Reduced 
Fat Cookies) For such foods, the descriptor 15 prominently 
featured on the front package panel to aid prepurchase expo- 
sure (in contrast, the Nutrition Facts information appears on 
the side panel) Within a given category, comparing the rel- 
ative sales performance of products with and without a spe- 
cific set of descriptors across pre- and post-NLEA periods 
may shed new light on the influence of nutrition information 
outside the Nutrition. Facts panel Finally, by studying 
descriptors across multiple food categories, we can assess 
the generalizability of results 


Data and Model Characteristics 


To address the preceding research issues, we analyzed lon- 
gitudinal data on variables derived from scanner databases 
for several packaged food categories The database ın any 
given category comprised sales transactions at each of sev- 
eral store locations ın a large city's major grocery chain over 
an extended period (September 14, 1989, through May 14, 
1997) 

Within each category, we initially examined universal 
product code (UPC)-level product descriptions to identify 
descriptors of potential research interest. Note that NLEA 
regulations (21 СЕК ) allow a choice of several descriptors 
for a given nutrient With respect to fat, the set of available 
descriptors includes “low fat,” “reduced fat,” and “fat free", 
for calories, applicable descriptors range from “light,” “lite,” 
and “diet” to “low calorie” To qualify for the use of a 
descriptor, a food must satisfy stringent content criteria on 
the nutrient associated with that descriptor Given our inter- 
est in studying the NLEA’s impact on consumers’ choice for 
foods with healthy characteristics (1 e , more [less] of a pos- 
itive [negative] nutrient), we compiled a list of UPCs repre- 
senting healthful levels of each nutrient in each food cate- 
gory in the database For sodium-healthy canned soups, this 
included soups associated with one of two descriptors (“low 
sodium” and “lower salt") that represent nutritionally attrac- 
tive sodium levels 

Sales transactions were aggregated across stores to 
derive the weekly category share for the healthy UPCs asso- 
ciated with a given nutrient We excluded from analysis any 
descriptor/category combination ın which (1) classification 
problems stemming from incomplete product descriptions at 
the UPC level could not be resolved after consultations with 
food manufacturers and/or retailers, (2) data were unavail- 
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able 1n both the pre- and post-NLEA eras, or (3) any string 
of missing data exceeded ten contiguous weeks We then 
estimated the following regression model for each descrip- 
tor/category combination available for analysis 


CS(t) = a + b x NLEA Dummy + c x CS(t — 1) + error(t),! 
where 


CS(t) = category share (96) of dollar sales vol- 
ume at week t (aggregated across 
stores) for all UPCs featuring a spe- 
cific descriptor, and 

NLEA Dummy = 0 for the pre-NLEA phase, defined as 
t = 1 (week beginning September 14, 
1989) through t = 255, 1 for the post- 
NLEA phase representing t = 256 and 
beyond 


Results 


Table 3 summarizes regression results for eight descriptor 
set/category combinations, organized by the valence of the 
nutrient in the descriptor (positive or negative) It is useful 
to compare results for descriptors featuring positive nutri- 
tion attributes (vitamin C and calcium, see the first two rows 
in Table 3) with the next three rows, which highlight nega- 
tive nutrients (sodium-healthy and fat-healthy) The R- 
squared values indicate a much better model fit for the lat- 
ter For descriptors with positive nutrition attributes, the 
estimate for the NLEA dummy indicates either a decline in 
post-NLEA category share (vitamin C—added bottled juices) 
ог no impact on post-NLEA category share (calcium-added 
refrigerated juices) In contrast, the corresponding estimates 
for models in the next three rows reflect an increase 1n post- 
NLEA category share Interpretively, post-NLEA соп- 
sumers increased purchases of descriptor sets featuring neg- 
ative nutrients (for a visual overview of the category share 
data for sodium-healthy UPCs, see Figure 2), however, their 
purchases of descriptor sets featuring positive nutrients 
either decreased or remained unchanged after the onset of 
the NLEA This pattern of results lends support to Н; from 
a choice perspective 

Nevertheless, an important difference emerges when we 
compare the preceding results for fat-healthy and sodium- 
healthy descriptors with the next three rows, which feature 
calorie-healthy foods Although all six regression models 
involve a negative nutrient, those featuring calorie-healthy 
foods consistently show a negative estimate for the NLEA 
dummy, that is, the relative sales performance of such items 
decreased after the onset of NLEA The longitudinal time- 
series analysis detected this post-NLEA decline in the 
appeal of calorie-healthy descriptors compared with other 
descriptors Post-NLEA consumers may find it more attrac- 
tive to consume fat-healthy foods, which afford control over 
both fat and calorie intake, than low-calorie foods, which 
afford control over calorie intake only In addition, con- 


!We also estimated this model equation without the lagged 
dependent variable The results for this model version were consis- 
tent (in terms of the sign and statistical significance of the NLEA 
dummy) with the results reported in Table 3 
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FIGURE 2 
Category Share of Sodium-Healthy Canned Soup 
(with Ten-Week Moving Average) 
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sumers may have increased attention to fat and lowered 
attention to calories because NLEA mandated that, where 
applicable, calorie information on the label must be pre- 
sented in the context of fat (1e, calories from fat) The 
NLEA also allows this calorie 1nformation to be linked to 
saturated fat (1€, calories from saturated fat) Thus, con- 
sumers can manage calories efficiently by attending to fat 
content and without pursuing low-calorie foods Moreover, 
although the NLEA allows health claims on several negative 
attributes, calories represent a negative attribute that 1s not 
featured ın an allowable health claim under NLEA In con- 
clusion, with regard to RQ,, our results indicate a post- 
NLEA increase ın category share of fat-healthy cheese and 
cookies and sodium-healthy canned soups 


Summary 


Our analyses of scanner data show that the onset of the 
NLEA 15 associated with a change in consumer food 
choices, unlike the results involving search and recall vari- 
ables The nature of this change depended on the valence of 
the nutrient involved (with the exception of calories) 

Some methodological and data limitations remain Our 
models do not incorporate explanatory variables such as 
price or other types of deals Although our models were esti- 
mated on data aggregated across all stores, these variables 
are more appropriately modeled at a disaggregate level of 
analysis We tried to analyze the data within the constraints 
1mposed by the pervasive problem of missing data More- 
over, the data analyzed pertain to stores within one grocery 
chain in a major city So insights about the total market (1 e , 
including competing store chains) are precluded by the 
nature of the data 

Our research efforts thus far broadly focused on what 
nutrition attributes consumers explore, the analyses support- 
ing our hypotheses highlighted several reasons they might 
do this Because these reasons are largely inferential (they 
were deduced from quantitative analyses), it 1s useful to 
seek qualitative insights from consumers directly about 
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when and why they use (or do not use) nutrition informa- 
tion To do this, we conducted a series of focus groups 


Focus Group Research 


This section integrates findings from six focus groups Each 
focus group was limited to approximately eight primary 
food shoppers To facilitate the comparison of comments 
across focus groups, the moderators used a common set of 
discussion questions for each group but allowed minor vari- 
ations to accommodate unique member characteristics. In 
addition, the moderators structured the discussion to ensure 
active involvement of participants and a clear topic empha- 
sis on nutrition labels Each participant received $10 00 
Five focus groups were conducted 1n a medium-sized uni- 
versity town (identified in protocols as City A) Participants 
included 35 women and 5 men, representing university staff 
members or spouses of students Another focus group, 1n a 
different university town, included 6 women and 2 men 
(identified 1n protocols as City B) who responded to а news- 
paper advertisement soliciting participation Кот commu- 
nity members 


Method and Results 


Two coders classified statements 1n focus group transcripts 
into several categories (intercoder reliability was 83%) Our 
discussion organizes participants’ comments around three 
questions (1) When/why do consumers use food labels? (2) 
When/why do they not use labels? and (3) What trade-offs 
do they perceive between using and not using nutrition 
information? 


When/why do consumers use food labels? Several partic- 
ipants reported that they began using nutrition information 
after becoming more health conscious А representative 
observation follows “Lately I've been watching what I eat 
So I’ve been fixing more, watching fat gram intake, and try 
to stay away from fatty high-calorie foods" (woman, City А) 
When asked what prompted them to become health con- 
Scious, many participants reported a concern about weight 
gain “I became health conscious when I gained extra weight 
It was part of a diet-exercise routine" (woman, City B) 

Because of this weight consciousness, shoppers limit 
attention to a few negative nutrients. "The only thing I really 
notice 1s the total fat grams and the calories — I'm just start- 
та to pay attention to sodium” (woman, City A) The atten- 
tion bias toward negative nutrition attributes 1n these state- 
ments about post-NLEA shopping behavior is consistent 
with Hj 


When/why do consumers not use food labels? Con- 
sumers do not consider nutrition when shopping for foods 
described as “fun” or “bad” Typical comments follow “Tf I 
think it’s ‘fun,’ I don’t look at nutrition” (woman, City A) 
“The only time I probably don’t care 1s when I’ve decided 
that I’m going to have something really ‘bad’ I don’t give a 
hoot what 105 got ın ıt or how much it costs” (woman, City 
A) “If I want a candy bar anyway, a couple grams of fat 
isn’t going to make a difference and I'll just get the kind that 
I like But, if I were looking at cereal, I would look for 
something that was lower 1n fat" (woman, City А) Con- 


sumers avoid search on a nutrition attribute 1f the alterna- 
tives considered do not vary on that dimension. "[The 
search] depends on what you're buying Soup ıs soup Even 
healthy soup is salty" (woman, City B) 

Consumers may not use the information in food labels 
because of skepticism toward several aspects of the new 
label claims that are hard to verify, serving size 1nforma- 
tion, and disclosure of information that 15 not meaningful 
Regarding the claims that were hard to verify, “If they say 
‘no’ cholesterol, ‘no’ fat, 1t’s pretty easy to tell (from the 
label) whether it 1s or not But with ‘lower’ or ‘light,’ it's 
hard to tell” (woman, City A) Several participants conveyed 
their distrust of serving size “Serving sizes are a joke” 
(woman, City B) Others noted healthful claims on products 
they constdered unhealthy (disclosure of nonmeaningful 
information) “Like salad dressing It may say ‘low fat,’ but 
It’s not especially good for you anyway” (woman, City А) 
Some focus group members complained about nonpackaged 
foods without labels “My husband likes the store’s low-fat 
potato salad, it’s easy for me, but there isn't any informa- 
tion” (woman, City A) 


What are the trade-offs? Nutrition versus budget versus 
taste constraints Grocery shoppers act as purchasing agents 
for their households This role imposes significant budget 
and taste constraints on food choices that potentially under- 
mine nutrition value Some participants mentioned a 
price/nutrition trade-off “But I don’t think I would pay 
extra for something that was more nutritious” (woman, City 
A) Other participants described а taste/nutrition trade-off 
“(Nutrition content] doesn’t matter because if it doesn’t taste 
good, you're not going to buy it again” (woman, City A) “I 
look for the low-sodium stuff too, as well as low fat ОҒ 
course, [my husband and children] are so finicky, it’s hard to 
get anything in them sometimes” (woman, City A) 


Summary 


Four themes emerged from the focus groups First, con- 
sumers’ search for nutrition information in a given food cat- 
egory depends on how they perceive that category Con- 
sumers may ignore nutrition information for fun foods such 
as candy because these foods meet hedonistic (as opposed to 
health-related) needs Shoppers may use a variation of the 
“psychophysics of price” heuristic (Grewal and Mar- 
morstein 1994) in matters related to nutrition That 1s, they 
may be willing to search more for some foods because of a 
nutritionally desirable payoff (e g , compare cereal brands to 
save three grams of fat per serving) But for other fun 
foods—say, cheesecake—consumers may be unwilling to 
undertake a similar search effort for a larger payoff (e g , to 
save ten grams of fat per serving) In such cases, participants 
believed that time and other costs (such as loss of taste) do 
not justify a search for better nutrition value 

Second, consumers who are motivated by a desire to lose 
weight may limit attention to a few negative nutrition attrib- 
utes Third, we found a general distrust for information such 
as serving sizes and hard-to-verify nutrition claims that 
appeared on food packages Remarkably, the distrust was 
not attenuated even after the moderator noted that the NLEA 
had standardized serving sizes and nutrition claims Fourth, 


food shoppers view themselves as purchasing agents respon- 
sible for managing constraints imposed by the budget, taste 
preferences, and nutrition needs of their families 


Discussion 


Have the benefits of ће NLEA outweighed the costs incurred 
by the government, food manufacturers, and consumers? 
Although the implementation costs were substantial, our 
research indicates that only a few benefits have been realized 
In response to the first query raised in the introductory section 
of the article, we did not detect any general effect by the NLEA 
on (1) consumers' search for information from the Nutrition 
Facts panel or (2) their efficiency in processing that informa- 
tion. But we found evidence that the onset of the NLEA has 
increased the sensitivity of consumers' search, recall, and 
choice activities to negative nutrients compared with positive 
nutrients More specifically, in response to the second query 
asked previously, in the post-NLEA era, we found an increase 
1n consumers' sensitivity to some negative nutrition attributes, 
such as sodium and fat, but not to calories Regarding calories, 
post-NLEA consumers may consume low-fat foods to manage 
both fat and calorie intake rather than consume low-calorie 
foods to manage just calorie intake Finally, regarding the third 
query, in the laboratory study we found that one group (low- 
motivation, low-knowledge consumers) benefited 1n socially 
desirable ways under the new food labels 

We organize our discussion around ways that public pol- 
icy and management practice can help achieve the key nor- 
mative nutrition goals listed in Table 4 Goal 1 in Table 4 
represents the key objective of the NLEA to promote 
healthy dietary practice through nutritionally wise food 
choices Goals 2, 3, and 4 stem from the widespread recog- 
nition that unless a consumer’s attention to nutrition 
includes all foods, all eating occasions, and all nutrients, 
efforts to control dietary intake will remain ineffective 
(Scarbrough 1995) Goal 5 emphasizes the importance of 
having all consumers focus on the benefits of nutrition 
information processing Unfortunately, our research sug- 
gests that progress toward these goals 15 slow Consumers 
possess a greater predisposition to attend to negative nutri- 
tion attributes over positive ones, and they attend more to 
nutrition in certain food categories Moreover, it is unlikely 
that access to NLEA-mandated information 1s available over 
all eating occasions (consumers may not have the same 
degree of nutrition information access when eating at home 
and when dining tn a restaurant), so consumers may attend 
to nutrition on limited occasions Finally, from the NLEA 
perspective, results appear mixed with regard to Goal 5 Our 
lab study indicates that only some consumers benefited from 
the new labels Nevertheless, our analyses of people’s food 
choices in selected categories over several years before and 
after the onset of NLEA suggest a growing realization that 
(1) some nutrients (fat and sodium) are more important than 
others (calories) and (2) desirable outcomes associated with 
one nutrient (calorie reduction) can be by-products of man- 
aging another nutrient (fat) Many of our proposed remedies 
rely on a simple message from cost/benefit models of infor- 
mation search, that 1s, search outcomes can be improved by 
decreasing search costs or by enhancing search benefits 


Consumers' Search and Use of Nutrition Information / 123 


TABLE 4 
Normative Goals for Nutrition Related Behavior, Findings, Implications, and Remedies 





Normative Goals 


Research Findings 


Managerial Implications 


Public Policy 
Remedies 





= 


Consumers 
should make 
nutritionally 
desirable food 
choices in the 
store 


N 


Nutrition focus 
should include all 
food products 


о 


Nutrition focus 
should include all 
purchase/eating 
occasions 


~ 


Nutrition focus 
should include all 
nutrition 
attributes 


5 All consumers 
should focus on 
nutrition 
information 


«Amount of in-store nutrition search 
low 

*Poor recall accuracy for nutrition 
information 

«Food choices influenced more by 
descriptors/claims than by Nutrition 
Facts panel 


eLittle search done for "fun" foods 
compared with "non-fun" foods 


*Low search when brands are 
perceived as similar in nutrition 
content 

«Consumers may not consider 
nutrition information for 
nonpackaged foods 


«Consumers rely on а few negative 
nutrition attributes 

•Сопзитег5 are attracted to 
descriptor terms featuring negative 
nutrients 


«Some distrust of claims and 
information on food packages 

*Brand loyalty is negatively 
correlated with search 

«Highly motivated low-knowledge 
consumers benefited from new 
label 


Decrease search costs (eg, 
in-store computer terminals) 

•Рготоје benefits of healthy 
diet in-store (eg, “eat5a 
day” program) 

¢Include diet-disease links on 
packages 

*Use claims to leverage 
competitive advantage 


*Attack perceptions about 
nutrition/taste trade-offs with 
promotion and new products 

eIncrease healthy brands in all 
food categories 

«псгеаѕе the amount of 
nutrition information in 
nonpackaged foods, menu 
items, and advertising 
messages 


*Explore opportunities to 
market foods that are 
differentiated on nutrition 
attributes 

eEducate consumers to 
combine packaged and 
nonpackaged foods to 
enhance nutritional value 


Educate consumers about 
links between different 
attributes and disease 

*Explore opportunities for 
brands with multiple descriptor 
terms 


*Assure consumers of reliability 
of nutntion information 
*Educate loyal consumers 
about nutrition value of brand 
*Improve motivation and 
knowledge of all consumers 
through education 


«Enhance education 
about different 
diet-disease links 

eLink descriptors/ 
claims to Nutrition 
Facts panel 


«Label restaurant 
menus with nutrition 
information 


•Едисаје consumers 
to use %DV 
information 

•Едисаје consumers 
about nutritional 
balance 


*Expand consumers' 
focus from diet/weight 
toward nutrition/ 
health issues 

•Едисаје consumers 
about benefits of 
positive nutrients 


eEducate consumers 
that nutrition claims 
are regulated 
*Develop simple tests 
of nutrition knowledge 
eEducate all 
consumers about 
benefit of label 





Public Policy Challenges and Remedies 


To improve progress toward these goals, public policy offi- 
cials can increase education and increase availability of 
information 


Education Our focus group participants reported that 
their attention to nutrition 1s not uniform for all foods con- 
sumed New education initiatives should emphasize the dys- 
functional consequences of not focusing on all the foods 
consumed For example, Ippolito and Mathios (1994) 
describe an impressive decline in fat consumption between 
1977 and 1985 ın the meat category, based on national food 
consumption surveys However, a large part of this reduction 


124 / Journal of Marketing, July 2002 


in fat intake was lost because of increased fat consumption 
in other categories 

А converging result across our studies is that the onset of 
the NLEA has increased consumers' sensitivity to negative 
nutrients The analysis of category share of healthy foods 
from our scanner database indicates that in the post-NLEA 
era, sales of brands touting descriptor terms for positive 
nutrients decreased or remained unaffected, at the same 
time, post-NLEA sales of brands featuring descriptors for 
negative nutrients (except calories) increased significantly 
It ıs plausible that the NLEA increased consumers’ aware- 
ness and knowledge about diet-disease links involving a dis- 
proportionate number of negative nutrients. Other literature 


suggests that consumers who possess knowledge about 
diet-disease links use packaged goods nutrition information 
(Andrews, Netemeyer, and Burton 1998, Szykman, Bloom, 
and Levy 1997) As a result, to encourage consumers to 
direct their attention to all nutrients, more information 
should be made available about diet-disease relationships 
involving other nutrients In addition, education efforts 
could encourage consumers to integrate information con- 
tained in brand names and claims with Nutrition Facts panel 
information, a task that prior research shows consumers can 
perform but often fail to (Ford et al 1996, Garretson and 
Burton 2000, Roe, Levy, and Derby 1999) 

Three constraints impinge on this recommendation 
First, as our focus groups indicate, distrust of hard-to-verify 
diet-disease claims could present a communications barrier 
Second, the NLEA may unwittingly constrain the educa- 
tional value of diet-disease claims by placing limits on what 
types of claims are allowed More specifically, restricting 
the scope of claims significantly undermines the roles of 
knowledge and motivation in dietary management tasks 
(Moorman 1996) For example, the NLEA prohibits health 
claims for cooking oils because their fat content exceeds a 
threshold value Despite evidence from a heart disease per- 
spective that cooking oils lower in saturated fats are superior 
to other oils, Mathios (1998) concludes after analyzing 
scanner data that the elimination of health claims in the 
post-NLEA phase has led consumers to shrft purchases to 
cooking oils with higher saturated fats 

Third, education efforts need to reach a variety of con- 
sumers, including those with low motivation Our lab study 
shows that after the onset of NLEA, low-motivation con- 
sumers continued to rely heavily on qualitative signals such 
as brand names and nutrition claims instead of the data pre- 
sented in the Nutrition Facts panel In contrast, high-moti- 
vation (and low-knowledge) consumers made a successful 
transition to increased reliance on the Nutrition Facts panel 
These and other results reveal the difficulty faced by certain 
groups of consumers (nonwhite, less educated, and over 55 
years of age) in using nutrition information Taken together, 
they suggest that the ultimate success of the NLEA rests on 
reaching different groups of consumers with different needs 
and abilities 


Availability In some cases, consumers do not search 
because nutrition information 15 simply unavailable For exam- 
ple, restaurants are exempted from the NLEA mandate unless 
they make a specific nutrition claim, but almost a third of con- 
sumers' meals are at restaurants (Shapiro 1995) Similarly, 
nutrition labels are not required for traditionally nonpackaged 
foods (e g, vegetables) Finally, only limited nutrition infor- 
mation appears 1n advertising (Andrews, Burton, and Nete- 
meyer 2000, Andrews, Netemeyer, and Burton 1998) Reme- 
dies include increasing the amount of nutrition information on 
nonpackaged goods, on menu items, and in advertising 

It ıs helpful to recognize the constraints on implement- 
ing these suggested remedies The restaurant industry has 
“opposed the requirement of nutrition labeling, citing the 
variability of recipes and portion sizes from day to day” 
(Scarbrough 1995, p 38) Furthermore, unless education 
efforts accompany any increase in information, consumers 
are unlikely to use it effectively 


Management Practice 


Grocery retailers From the retatler’s perspective, an 
effective way to attack search costs associated with using 
food labels 1s to shift the entire burden of search and pro- 
cessing tasks from consumers to computers Internet-based 
technologies such as electronic search agents enable com- 
puters to handle complex information search tasks accu- 
rately with little or no human effort For example, online 
grocers (е 2, Peapod com) allow a single, unified, Web- 
based search on nutrition attributes 1n each of several food 
categories A logical extension of this technology to in-store 
nutrition information search may feature computer terminals 
that enable grocery shoppers to generate individually tai- 
lored lists of brands available in the store that satisfy pre- 
specified nutrition criteria 

We capture this idea in Figure 1 Whereas the current 
model of human nutrition information processing (Figure 1, 
Panel A) reflects the conceptual underpinnings of our 
research, Figure 1, Panel B, offers a futuristic model that rel- 
egates the bulk of nutrition information processing to com- 
puters Although the current and futuristic models share the 
same end goal (desirable nutrition. behavior), consumer 
motivation and knowledge play different roles within each 
model Whereas motivation and knowledge are critical in 
Figure 1, Panel A, they are less critical in Figure 1, Panel B 
In the latter case, consumers only need to recognize the 
importance of good nutrition behavior and demonstrate a 
willingness to use computers to achieve this goal 

Although computers effectively perform search and 
information. processing tasks at which consumers are 
remarkably inefficient, several concerns emerge Using 
computers of any kind for even routine nutrition-related 
tasks 1s not costless for consumers or retailers For con- 
sumers, the learning curve may be steep, and they may be as 
susceptible to misinterpreting information here as in the 
supermarket aisles Also, retailers and manufacturers can 
deliberately or inadvertently enter deceptive information 
Finally, retailers may find a technology-based system 
expensive 

Therefore, in the short run, retailers could develop sim- 
pler nutrition information management tools For example, 
they could launch special programs to broaden consumers’ 
nutrition focus beyond packaged foods Examples include 
quizzes about general nutrition, simple point-of-purchase 
reminders in the fresh vegetable and fruit sections to “eat 
five a day,” and free recipes showing consumers how to 
combine foods in nutritionally balanced ways 


Food manufacturers Manufacturers of packaged foods 
can contribute to consumers’ awareness of nutrition through 
product development (Moorman 1998), repositioning, or 
Promotion efforts Regarding repositioning, new market 
opportunities may arise by recasting “fun” foods 1n a nutri- 
tious light From a promotion perspective, food manufactur- 
ers can rely on brand-specific shelf markers and interactive 
point-of-purchase materials to deliver tailored information 
about changes in the nutrition content of their products to 
health-aware segments 

However, both our field study and focus groups suggest 
caveats Given the concerns in the focus groups about nutri- 
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tion/taste trade-offs, food manufacturers need market 
research to explore whether these strategies enhance the 
appeal of their brands to chosen target markets In addition, 
our field study shows that 1n the post-NLEA era, any per- 
ceived nutritional similarity across brands discourages con- 
sumers’ search for nutrition information To break through 
the competitive clutter, a food manufacturer wishing to posi- 
tion a brand on a nutrition attribute should first change any 
perception among consumers that all brands are equivalent 
in terms of nutrition content 


Implications for Further Research and Consumer 
Welfare 


Further research in this area can focus attention on how and 
why consumers process nutrition information from differ- 
ent package locations in different ways Consumer charac- 
teristics and situations that motivate the use of relatively 
accessible descriptors and nutrition claims on food pack- 
ages may differ markedly from those that motivate con- 
sumers to use the Nutrition Facts panel Also, future stud- 
ies could employ multiple methods and multiple outcome 
variables A key strength of our study 15 1ts focus on dis- 
covering convergent findings across multiple research 
methodologies In general, pursuing multiple research 
methods helps balance the strengths and weaknesses of 
specific methods and better enables researchers to highlight 
the complexities that direct and constrain the use of nutri- 
tion information We also gained unique insights by study- 
ing outcome variables such as search, recall, choice, and 
unstructured comments 

Our studies collectively enhance understanding about 
the NLEA’s overall impact If we focus only on the Nutrition 
Facts panel, the NLEA’s onset did not change in-store search 
and recall of nutrition information Although the new food 
labels successfully improved the availability of relevant 
nutrition. information, they failed to stimulate consumers' 
search and use of this information However, 1f we focus 


beyond the Nutrition Facts panel (e 2, NLEA-sanctioned 
descriptors such as “low sodium"), our scanner results show 
that the NLEA stimulated desirable food choices by encour- 
aging consumers to minimize their intake of negative nutri- 
ents Combined, these results provoke questions about the 
NLEA and its net effect on social welfare On the one hand, 
consumers’ failure to use the Nutrition Facts panel informa- 
tion as intended undermines the benefits of the NLEA, on 
the other hand, consumers' willingness to increase pur- 
chases of foods without undesirable nutritional characteris- 
tics has positive welfare benefits More important, if the 
results pertaining to calories 1n our longitudinal time-series 
analyses signal the widespread emergence of consumers’ 
ability to discriminate reasonably among negative nutrients 
in nutrition management tasks, the onset of the NLEA holds 
considerable promise for the future Obvious next steps for 
enhancing consumer welfare will be to build greater con- 
sumer sensitivity for health benefits that stem from positive 
nutrients 

However, 1f we restrict the interpretive time horizon for 
our findings to the immediate past by integrating them with 
results from other recent work (e 2 , Roe, Levy, and Derby 
1999), the following 1nsight emerges Consumers care about 
nutrition information, but with two important nuances First, 
they appear to rely on simple heuristics to collect nutrition 
information, that 15, using the easy-to-digest information in 
descriptor terms or nutrition claims rather than the more 
comprehensive information in the Nutrition. Facts panel 
Because the former are regulated in the post-NLEA era, this 
approach may be defensible Second, they appear to care 
more about certain types of nutrition information (negative 
nutrients) Both nuances may yield suboptimal nutrition 
choices and reflect new and complex challenges unleashed 
by the onset of the NLEA Optimally, the richer information 
in the Nutrition Facts panel will guide most consumer food 
choices when the transition from Panel A to Panel B of Fig- 
ure 1 1s complete 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
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Granddaughters of Feminism. Rebecca Gardyn, American 
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cal data ] 3 
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presentation, Hypotheses, Experiment, People with a high need to 
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will low-NE 1ndividuals, Statistical analysis, Theoretical and prac- 
tical implications, The Netherlands ] 4 


Advertising's Influence on Subsequent Product Trial Process- 
ing. DeAnna S Kempf and Russell N Laczniak, Journal of Adver- 
tising, 30 (Fall 2001), pp 27-38 [Literature review, Hypotheses, 
Experiment (trial only, ad only, ad and trial), Variables, Perceived 
diagnosticity of trial, Perceived expertise, Expectancy value, Brand 
attitude, Purchase intentions, Belief confidence, Statistical analy- 
sis ] 5 


Memory-Based Measures for Assessing Advertising Effects: A 
Comparison of Explicit and Implicit Memory Effects. Stewart 
Shapiro and H Shanker Krishman, Journal of Advertising, 30 (Fall 
2001), pp 1-13 [Literature review, Hypotheses, Lab experiment, 
Process dissociation procedure, Conscious and automatic compo- 
nents, Implicit memory 1s preserved even ın conditions of delay 
and divided attention, whereas explicit memory 1s affected detn- 
mentally by those conditions, Statistical analysis ] 6 


The Impact of Parent Brand Attribute Associations and Affect 
on Brand Extension Evaluation. Sobodh Bhat and Snnivas K 
Reddy, Journal of Business Research, 53 (September 2001), pp 
111—22 [Literature review, Model presentation, Hypotheses, Con- 
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sumer survey, Product category, Parent brand quality, Attribute- 
and affect-driven, Purchase intentions, Statistical analysis, Man- 
agerial implications ] 7 


What Makes Open vs. Closed Conclusion Advertisements 
More Persuasive? The Moderating Role of Prior Knowledge 
and Involvement. Jean-Charles Chebat, Mathieu Charlebois, and 
Claire Gelinas-Chebat, Journal of Business Research, 53 (August 
2001), pp 93-102 [Literature review, Model presentation, 
Hypotheses, Experiment, Information processing, Consumer attı- 
tudes, Statistical analysis, Мапарепа! implications ] 8 


Consumer Decision-Making in a Multi-generational Choice Set 
Context. Namwoon Кит, Rajendra K Srivastava, and Jin K Han, 
Journal of Business Research, 53 (September 2001), pp 123-36 
[Literature review, Model proposal and testing, Survey of small 
business owners (PC purchases), Impacts, Technology and price 
sensitivities, Information insensitivity, Statistical analysis, Man- 
agerial implications ] 9 


Conceptual and Operational Aspects of Brand Loyalty: An 
Empirical Investigation. Yorick Odin, Nathalie Odin, and Pierre 
Valette-Florence, Journal of Business Research, 53 (August 2001), 
pp 75-84 [Literature review, Scale development and testing, 
Hypothesis, Consumer survey, Repeat purchasing, Impacts, Strong 
and weak brand sensitivity, Inertia, Statistical analysis ] 10 


Age Differences in Memory for Radio Advertisements: The 
Role of Mnemonics. Malcolm C Smith and Mark К Phillips Jr, 
Journal of Business Research, 53 (August 2001), pp 103-109 
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sion, Timing, Comparisons, Overall aided, unaided, and prompted 
recall, Overall recognition and memory, Statistical analysis, Man- 
agerial implications ] 11 
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Choice, and the Moderating Role of Individual Variables. 
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tions, France ] 12 
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resulted in receivers having a positive attitude toward a product, 
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[Literature review, Model presentation, Hypotheses, Picture-text 
congruity, Increasing memory for second-language ads, Reducing 
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Michel Tuan Pham, Joel B Cohen, John W Pracejus, and G David 
Hughes, Journal of Consumer Research, 28 (September 2001), pp 
167-88 [Literature review, Four studies, Impacts, Integral feelings 
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pp 257-72 [Literature review, Hypotheses, Four experiments, 
Impacts, Expertise with base product, Resources, Training on how 
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Мапагепа! implications ] 18 
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(September 2001), pp 202-23 [Literature review, Four studies, 
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A Case of Compensatory Inferences. Alexander Chernev and 
Gregory S Carpenter, Journal of Marketing Research, 38 (August 
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2001), pp 386-94 [Literature review, Hypotheses, Laboratory 
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New Privacy Rules Shake Up Drug Store Operations. Susan 
Reda, Stores, 83 (Арп! 2001), pp 52-55 [Federal regulation, 
Patient consent, Prescription pick up, Transfer from one pharmacy 
to another, Patient noncompliance, Confidentiality of 1nformation, 
Implementation, Examples ] 27 
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Morahty? Andrew Crane, Journal of Macromarketing, 20 
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Managers of SMEs in Hong Kong. Alan K M Au and Alan C B 
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272-78 [Literature review, Model presentation, Hypotheses, Sur- 
vey, Impacts, Money orientation, Egoism, Belief in retribution, 
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125 (best guess, good and bad, single issue, independent themes, 
length and span of scenarios), Strategy, Guidelines ] 36 


E-Competitive Transformations. Detmar Straub and Richard 
Klein, Business Horizons, 44 (May/June 2001), pp 3-12 [Strate- 
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In Praise of Middle Managers. Quy Nguyen Huy, Harvard Bust- 
ness Review, 79 (September 2001), pp 72-79 [Study, Contribution 
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date, Academics must "get themselves noticed," Objectivity, 
Assessment, Canada ] 47 


Vanishing Walls—The E-Organization: Function Follows 
Form. Doug Treen, Ivy Business Journal (Canada), 65 (Septem- 
ber/October 2000), pp 55-59 [Organizational structure, Change, 
Value proposition, Software packages, Process integration, E-busi- 
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Performance: Theory and Evidence. Suman Basuroy, Murali K 
Mantrala, and Rockney G Walters, Journal of Marketing, 65 
(October 2001), pp 16-32 [Dtscussion, Strategic framework, 
Analytical model, Intervention analysis methodology, Scenarios, 
Cross-price sensitivities, Equilibrium sales and profits, Disaggre- 
gate analysis, Managerial implications ] 


Dependence, Trust, and Relational Behavior on the Part of 
Foreign Subsidiary Marketing Operations: Implications for 
Managing Global Marketing Operations. Kelly Hewett and 
William O Bearden, Journal of Marketing, 65 (October 2001), pp 
51—66 [Literature review, Model presentation, Hypotheses, Survey 
of marketing managers, Variables, Vertical dependence, Trust, Indi- 
vidualism/collectivism, Acquiescence, Cooperation, Performance, 
Market program ortentation, Statistical analysis ] 54 


Managing Customer-Initiated Contacts with Manufacturers: 
The Impact on Share Category Requirements and Word-of- 
Mouth Behavior. Douglas Bowan and Das Narayandas, Journal of 
Marketing Research, 38 (August 2001), pp 281-97 [Literature 
review, Model presentation, Survey of customers, Variables, Per- 
ceived quality, Disconfirmation, Fairness (procedural, interac- 
tional, distributive), Impacts, High loyal, Heavy user, Ask retailer, 
Complaint, Statistical analysis, Managerial implications ] 55 


Contextual Influences and the Adoption and Practice of Rela- 
tionship Selling in a Business-to-Business Setting: Ап 
Exploratory Study. Michael Beverland, Journal of Personal Sell- 
ing and Sales Management, 21 (Summer 2001), pp 207-15 [Inter- 
views with experienced salespeople and sales managers, Ограшга- 
tions adopting a relationshtp approach to selling require flatter 
organizational structures and need to foster more flexible organt- 
zational cultures, New Zealand ] 56 


Global R&D Project Management and Organization: A Taxon- 
omy. Vittorio Chiesa, Journal of Product Innovation Management, 
17 (September 2000), pp 341-59 [Literature review, Field 
research (technology-intensive firms), Specialization- and integra- 
tion-based structures, Interaction among units, Organizational suc- 
cess factors, Managerial implications, Europe, Japan, North Amer- 
1ca ) 57 


Communication Flows in International Product Innovation 
Teams. Rudy K Moenaert, Filip Caeldnes, Annouk Lievens, and 
Elke Wauters, Journal of Product Innovation Management, 17 
(September 2000), pp 360-77 [Literature review, Model presen- 
tation, Propositions, Case study research design, Requirements 
(network transparency, knowledge codification, knowledge credi- 
bility, communication cost, secrecy), Firm- and team-level capabil- 
ities, Assessment, Managerial implications, Europe ] 58 


Small Firms’ Motivations for Exporting: To Earn and Learn? 
Wiiliam J Burpitt and Dennis А Rondinelli, Journal of Small 
Business Management, 38 (October 2000), pp 1-14 [Literature 
review, Survey of firms, Measures, Previous financial success, 
Increased sales, profit, and growth, Acquisition of new skills, 
knowledge, and organizational capabilities, Explore new working 
environments, Impacts on future decisions to export, Managers’ 
attitudes toward risk, Statistical analysis ] 59 


Investigating the Existence of the Lead Entrepreneur. Michael 
D Ensley, James W Carland, and JoAnn C Carland, Journal of 
Small Business Management, 38 (October 2000), pp 59-77 [L:t- 
erature review, Propositions, Survey of firms, Katz/Herron Skill 
Typology, Carland Entrepreneurship Index, Results confirmed the 
existence of lead entrepreneurs among macroentrepreneurial firms 
and suggested that the strength of their strategic viston and self- 
confidence set them apart ] 60 


Quality Practices for a Competitive Advantage in Smaller 
Firms. Donald F Kuratko, John C Goodale, and Jeffrey S 
Hornsby, Journal of Small Business Management, 39 (October 
2001), pp 293-311 [Literature review, Survey, Attitudes, Leader- 
ship, Strategic planning, Customer and market focus, Information 
and analysis, Human resource focus, Process management, Busi- 
ness results, Statistical analysis ] 61 


Sustainability in Action: Identifying and Measuring the Key 
Performance Drivers. Marc J Epstein and Mane-Josee Roy, Long 
Range Planning (UK), 34 (October 2001), pp 585-604 [Discus- 
sion, Strategy, plans, and programs, Structure and systems, Sus- 
tamabılıty performance, Stakeholders’ reactions, Long-term corpo- 
rate financial performance, Examples ] 


Reconfiguration of Value Chains in Converging Media and 
Communications Markets. Bernd W Wirtz, Long Range Plan- 
rung (UK), 34 (August 2001), pp 489-506 (Literature review, Dri- 
vers (deregulation of markets, technological innovations, change of 
user preferences), Integration of value-added stages, Service and 
price bundling, Expanston into new markets, Risk diversification, 
Examples J 63 


Managerial Allocation of Time and Effort: The Effects of Inter- 
ruptions. Sridhar Seshadri and Zur Shapira, Management Science, 
47 (May 2001), pp 647-62 [Literature review, Virtual ехреп- 
ments, Costly and costless interruptions, Attention, Decision rules, 
Рпогиу setting, Satisficing, Controlled Markov process, Assess- 
ment ] 64 


The Trade-Off Between Efficiency and Learning in Interogani- 
zational Relationships for Product Development. Maurizio 
Sobrero and Edward B Roberts, Management Science, 47 (Apnl 
2001), pp 493-511 [Literature review, Hypotheses, Data cotlec- 
tion (supplier-manufacturer dyadic relationships), Type of prob- 
lem-solving activities being partitioned and their level of interde- 
pendency are important predictors of performance outcomes of the 
relationship, Statistical analysis | 65 
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Managing the IT Buy Brings Out Purchasing's Best. Susan 
Avery, Purchasing, 130 (June 21, 2001), pp 23-24, 26-28 [Buy- 
1ng technology goods and services, Early 1nvolvement, Cost sav- 
ings, Teams, Acquisition and support services, Centralizing func- 
tions, Case studies ] 66 


Top Execs Pinpoint Six Game-Changing Strategies. Jim Mor- 
gan, Purchasing, 130 (June 7, 2001), pp 40-42, 45  [Discussion, 
Factors, Linkage of sourcing, purchasing, and management of the 
supply chain to financial plans, Utilization. of e-business tools, 
Planning for globalization, Developing insourcing/outsourcing 
decisions in terms of corporate strategies, Long-range broadly 
based strategies aimed at controlling costs, Determining. values 
critical for gaining competitive advantages, Examples ] 67 


2.2 Retailing 
See also 12, 25, 27, 53, 78, 87, 97, 100, 102, 113, 115, 168, 179, 
181, 184, 185, 196, 217, 218, 219 


The Retail Power—Performance Conundrum: What Have We 
Learned? Kusum L Апамаф, Journal of Retailing, 77 (Fall 
2001), pp 299-318 [Literature review, Trade and consumer pro- 
motions, Store brands, Manufacturer-retailer interactions, Assess- 
ment, Research implications ] 68 


New Product Introductions, Slotting Allowances, and Retailer 
Discretion. Ramarao Desiraju, Journal of Retailing, 77 (Fall 
2001), pp 335-58 [Literature review, Mathematical model, 
Propositions, Preferred method of slotting allowances, Brand-by- 
brand, Uniform allowance, Optimal contract, Symmetric and 
asymmetric cases, Assessment ] 69 


Drug Chains Adopt New Strategies to Counter Shortage of 
Pharmacists. Faye Brookman, Stores, 83 (Арп! 2001), pp 40, 42, 
44 [Discussion, Increasing demand, Counseling customers, 
Impacts, Technology, Quality-of-life initiatives, Joint programs 
with colleges, Compensation, Examples ] 70 


Clicks-and-Mortar Solution Lets On-line Shoppers Get Their 
Purchases In-Store. Susan Reda, Stores, 83 (Арп! 2001), pp 
82-84 [Discussion, Techniques, Competitive advantage, Provid- 
ing access to inventory of local stores, Business reengineering, 
Multichannel customer transaction histones, Examples ] 71 


Despite Obstacles, Retailers Expand Use of Internet-Based 
Transactions, Data Sharing. Susan Reda, Stores, 83 (March 
2001), pp 59-60, 62 [Survey, Building the IT infrastructure, 
Finance and control, Vendor extranet, Reductions in time and costs, 
Quality of information, Examples ] 72 


Grocery Stores: Leaders or Laggards on Technology? Susan 
Reda, Stores, 83 (February 2001), pp 18-20, 22 [Need to shift 
from buy-side to sell-side decision making, Automation, Monitor- 
ing and managing the business, Customer relations, Customized 
communications, Store-level advances, Examples ] 73 


In Survey, Retailers See Management Skills as Top Training 
Priority. David P Schulz, Stores, 83 (April 2001), pp 94,98 [Dis- 
cussion, Impacts, Employee satisfaction, Customer service, Mea- 
surement and accountability of training, Customization, Electronic 
teaching systems, Cost effectiveness, Assessment ] 74 


2.3 Channels of Distribution 
See also 34, 46, 55, 65, 68, 86, 95, 96, 137, 141, 147, 153, 162, 
194, 216 


Bricks and Mortar: 21st Century Survival. Lawrence M Bell- 
man, Business Horizons, 44 (May/June 2001), pp 21-28 [Tradi- 
tional companies, Competition, E-commerce, Innovation, Market- 
ing and service concerns, [ssues (legal, privacy, financial), 
Rethinking marketing approaches, Examples ] 75 


Behind Intermediary Performance in Export Trade: Transac- 
tions, Agents, and Resources. Mike W Peng and Anne S York, 
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Journal of International Business Studies, 32 (Second Quarter 
2001), pp 327-46 [Theoretical discussion, Model presentation, 
Hypotheses, Survey of firms, Impacts, Knowledge, Negotiation, 
Title, Specialization, Regression analysis, Implications ] 76 


The Severity of Contract Enforcement in Interfirm Channel 
Relationships. Кегѕ D Antia and Gary L Frazier, Journal of 
Marketing, 65 (October 2001), pp 67—81 [Literature review, Con- 
ceptual framework, Hypotheses, Survey of managers in franchisor 
organizations, Factors (dyadic, channel system, network), Vari- 
ables (performance ambiguity, cost of enforcement, industry, firm 
size, master franchisee), Statistical analysis, Managerial implica- 
tions ] 77 


Retailer Power and Supplier Welfare: The Case of Wal-Mart. 
Paul N Bloom and Vanessa О Perry, Journal of Retailing, 77 (Fall 
2001), pp 379-96 [Literature review, Regression models, 
Hypotheses, Data collection (compustat data), [mpacts, Small and 
large market share suppliers, Statistical analysis ] 78 


Supplier Selection Practices Among Small Firms in the United 
States: Testing Three Models. Daewoo Park and Hema A Krish- 
nan, Journal of Small Business Management, 39 (July 2001), pp 
259-71 [Literature review, Hypotheses, Survey, Executive аш- 
tudes, Models (rational/normative, external control, strategic 
choice), Statistical analysts ] 79 


Coordination Mechanisms for a Distribution System with One 
Supplier and Multiple Retailers. Fangruo Chen, Амт Federgruen, 
and Yu-Sheng Zheng, Management Science, 47 (May 2001), pp 
693—708 [Literature review, Model presentation, Centralized solu- 
tion, Discount components (annual sales volume, order quantity, 
order frequency), Impacts, Channelwide profits, Numerical exam- 
ples ] 80 


Shared-Savings Contracts for Indirect Materials in Supply 
Chains: Channel Profits and Environmental Impacts. Charles J 
Corbett and Gregory А DeCroix, Management Science, 47 (July 
2001), pp 881-93 [Model presentation, Base and Joint investment 
contracts, Comparative statics of equilibria, Consumption levels, 
Numerical examples ] 81 


Shifting Gears. Mark McMaster, Sales and Marketing Manage- 
ment, (August 2001), pp 42-48 [Management styles, Relation- 
ships, Carmakers, Dealers, Incentives, Customer service, Exam- 
ples ] 82 


2.4 Electronic Marketing 
See also 23, 26, 34, 37, 42, 51, 66, 71, 72, 75, 102, 117, 148, 179, 
215, 228 


Hollywood, the Internet, and Kids. Hassan Fattah, American 
Demographics, 23 (May 2001), pp 50-55 [Web sites, Impacts, 
Age groups, Market strategy, Movies, Advertising campaigns, 
Media mixes, Statistical data ] 83 


The Second Coming. Sarah Murray, American Demographics, 23 
(April 2001), pp 28-30 [Internet marketing, Market strategy, 
Online advertising, Instant Opt-Ins, E-mail, Product branding, 
Effectiveness, Examples ] 84 


Business-to-Business E-Commerce: Models and Managerial 
Decisions. Pamela Barnes-Vieyra and Cindy Claycomb, Business 
Horizons, 44 (May/June 2001), pp 13-20 [Discussion, Impacts, 
One seller to many buyers, Many sellers to content aggregator to 
many buyers, One seller to one broker to many buyers, Many sell- 
ers to one buyer, Many sellers to many buyers, Examples ] 85 


Marketing on the Web: How Executives Feel, What Businesses 
Do. W Benoy Joseph, Robert W Cook, and Rajshekhar О Javalgi, 
Business Horizons, 44 (July/August 2001), рр 32-40 [Study, 
Marketing with and without intermediaries, Time versus geo- 
graphic coverage of alternative marketing channels, Strategy 
importance, Usage patterns, Performance measures, Grading vari- 


ous marketing tasks and activities, Commitment, Balancing pru- 
dence and risk taking, Assessment ] 86 


Online Grocery Retailing: Success Factors and Potential Pit- 
falls. Hean Tat Keh and Elain Shieh, Business Horizons, 44 
(July/August 2001), pp 73-83 [Discussion, Industry attractive- 
ness, Growth, Bargaining power, Cost structure, Competitor analy- 
sis, Examples ] 87 


E-Coms and Their Marketing Strategies. Avraham Shama, Bust- 
ness Horizons, 44 (September/October 2001), pp 14-20 [Study, 
Companies, Business growth, Problems, Market shares, Target cus- 
tomers, Marketing пихез, Foreign markets, Examples ] 88 


The Effects of Progressive Levels of Interactivity and Vividness 
in Web Marketing Sites. James R Coyle and Esther Thorson, 
Journal of Advertising, 30 (Fall 2001), pp 65-77 [Literature 
review, Hypotheses, Experiment, Impacts, Feelings of telepres- 
ence, Attitude-behavior consistency, Statistical analysis, Implica- 
tions ] 89 


Journal of Advertising Research, 41 (July/August 2001), pp 7-81 

[Six articles on Web advertising, Advertising placement, Banner ad 
patterns, "Smart banners, " Forced exposure to banner ads, Adver- 
tising effectiveness and content evaluation in print and on the Web, 
Use of student samples ] 90 


Factors Affecting the Adoption of the Internet in the Public 
Sector. Julie Napoli, Michael T Ewing, and Leyland Е Pitt, Jour- 
nal of Nonprofit and Public Sector Marketing, 7 (No 4, 2000), pp 
77-88 [Literature review, Hypotheses, Survey of managers, Adop- 
tion and perceived effectiveness of the Internet 15 related to the 
decision-maker's attitude toward this medium as a marketing com- 
munications tool, Statistical analysis, Implications, Australia] 91 


Web Ordering, Auctions Will Play Limited Role. William Atkin- 
son, Purchasing, 130 (Арп! 5, 2001), pp 35-36, 38, 40 [Direct 
matenals procurement, E-sourcing, Integrated information sys- 
tems, Public versus private exchange networks, Production man- 
agement system, Examples, Recommendations ] 92 


2.5 Physical Distribution 
See also 81, 194, 219 


Logistics Service Quality as a Segment-Customized Process. 
John T Mentzer, Daniel J Flint, and G Tomas M Hult, Journal of 
Marketing, 65 (October 2001), pp 82-104 [Literature review, 
Model presentation, Hypotheses, Survey of customers, Measures 
(personnel contact quality, order release quantities, information 
quality, ordering procedures, order accuracy, order condition, order 
quality, order discrepancy handling, timeliness, satisfaction), Sta- 
tistical analysis, Managerial implications ] 93 


Capacitated Multi-item Inventory Systems with Random and 
Seasonally Fluctuating Demands: Implications for Postpone- 
ment Strategies. Yossi Aviv and Awi Federgruen, Management 
Science, 47 (Арп! 2001), pp 512-31 [Literature review, Model 
presentation, Multi-echelon, Markov decision process, Dynamic 
programming, Benefits of flexible versus dedicated production 
facilities, Trade-off between capacity and inventory investments, 
Service levels, Numencal studies ] 94 


Sharing and Lateral Transshipment of Inventory in a Supply 
Chain with Expensive Low-Demand Items. Jovan Grahovac and 
Amuya Chakravarty, Management Science, 47 (Арг! 2001), pp 
579-94 [Literature review, Mathematical model, Multi-echelon 
systems, Impacts, Often reduces overall costs of holding, shipping, 
and waiting for inventory, Sometimes cost reductions are achieved 
through increasing overall inventory levels ] 95 


Who Holds the Inventory? Jim Carbone, Purchasing, 130 (Арп! 
19, 2001), pp 37, 39-40 [Study, Build to order, Inventory levels 
1n the supply chain are shifted to suppliers, distributors, or contract 


manufacturers, E-commerce, Just-in-time consumption, Outsourc- 
1ng, Forecasting, Examples ] 96 


Logistics Consultants See Varying Needs for Multi-channel 
Retailers. Michael Hartnett, Stores, 83 (January 2001), pp 
111-12, 114 [Discussion, Store, Internet, and catalog channels, 
Customer relations, Fulfillment centers, Strategic planning, Exam- 
ples ] 97 


2.6 Pricing 
See also 53, 80, 190, 191 


Is the Price Right? Peter Meyer, Across the Board, 37 
(July/August 2000), pp 31-34 [Discussion, New markets, Cyber- 
pricing, Pricing too low, Assumption that you get what you pay for, 
Success, Guidelines ] 


Pricing as Entrepreneurial Behavior. Minet Schindehutte and 
Michael H Morris, Business Horizons, 44 (July/August 2001), pp 
41-48 [Discussion, Price (value, variable, vartety, visible, virtual), 
Strategic perspective, Orientation. components (market- versus 
cost-based, proactive) reactive, risk-assumptive/risk-aversive, flex- 
ible/standardized), Managerial implications ] 99 


Pricey Encounters. Joseph C Nunes and Peter Boatwnght, Har- 
vard Business Review, 79 (July/August 2001), pp 18-19 [Study, 
Incidental prices, Impacts on consumer perceptions, Examples ] 

100 


А Consumer Perspective on Price-Matching Refund Policies: 
Effect on Price Perceptions and Search Behavior. Joydeep Sn- 
vastava and Nicholas Lune, Journal of Consumer Research, 28 
(September 2001), pp 296—307 [Literature review, Hypotheses, 
Three studies, Signaling, Store prices, Impacts, High and low 
search costs, Discontinutng price search, Statistical analysis ] 101 


Will the Growth of Multi-channel Retailing Diminish the Pric- 
ing Efficiency of the Web? Fang-Fang Tang and Xiaolin Xing, 
Journal of Retailing, 77 (Fall 2001), pp 319-33 [Literature 
review, Hypotheses, Observations, Web sites, Рпсе dispersions, 
DVD brands, Lower prices among pure Internet retailers than 
among multichannel retailers online, Statistical analysis, Implica- 
tions ] 102 


2.7 Product 
See also 7, 9, 10, 18, 19, 20, 41, 46, 58, 65, 69, 87, 95, 102, 115, 
119, 135, 146, 161, 168, 169, 170, 188, 192, 193, 210, 213, 229 


Behind the Music. Leslie Whitaker, American Demographics, 23 
(April 2001), pp 31-36 [Satellite radio, Market potentials, Pric- 
ing, Commuters, Early adopters, Advertising campaigns, Exam- 
ples ] 103 


See Your Brands Through Your Customers’ Eyes. Chris Lederer 
and Sam Hill, Harvard Business Review, 79 (June 2001), pp 
125-33 [Three-dimensional approach to mapping brand portfo- 
lios, Molecules, Classification and interpretation, Examples ] 104 


Doing It Right: Winning with New Products. Robert G Cooper, 
Ivy Business Journal (Canada), 64 (July/August 2000), pp 54—60 
[Stage-gate process (conceptual and operational road map for mov- 
Ing a new product project from idea to launch), Portfolio manage- 
ment, Risk/return bubble diagram, Success, Guidelines ] 105 


Consumer Evaluation of Vertical Brand Extensions and Core 
Brands. Chung К Kim, Anne M Lavack, and Margo Smith, Jour- 
nal of Business Research, 52 (June 2001), pp 211—22 [Literature 
review, Hypotheses, Two experiments, Negative impact on core 
brand, This can be reduced by increasing the perceived distance 
between core brand and brand extension using graphical and lin- 
guistic techniques, Statistical analysis ] 106 


Purchase Experiments of Extra-ordinary and Regular Influ- 
ence Strategies Using Artificial and Real Brands. William H 
Motes and Arch G Woodside, Journal of Business Research, 53 


Marketing Literature Review / 133 


(July 2001), pp 15-35 [Literature review, Hypotheses, Impacts, 
Search behavior, Brand penetration, Assisted and unassisted pur- 
chase periods, Initial selling price, Models, Forecasting, Assess- 
ment, Implications ] 107 


The Impact of Brand Extension Introduction on Choice. 
Мапића Swaminathan, Richard J Fox, and Srinivas K Reddy, 
Journal of Marketing, 65 (October 2001), pp 1-15 [Literature 
review, Three studies (household scanner data), Reciprocal behav- 
10r, Market shares, Effects of experience with parent brand, Trial 
and repeat activities, Statistical analysis, Managerial implications ] 

108 


Threats to the External Validity of Brand Extension Research. 
Richard R Klink and Daniel С Smith, Journal of Marketing 
Research, 38 (August 2001), pp 326-35 [Literature review, 
Hypotheses, Two studies, Impacts, Limited extension information, 
Failure to account for consumers’ new product adoption tenden- 
cies, Single exposure to proposed extensions, Statistical analysis, 
Implications ] 109 


UK Brand Asset Recognition Beyond “Transactions or 
Events.” Tony Tollington, Long Range Planning (UK), 34 (August 
2001), pp 463-87 [Discussion, Intangible assets, Valuation meth- 
ods (price premium, earnings, royalty payments, original/historic 
cost), Problem of separability, Assessment ] 110 


Warranty Signalling and Reputation. Subramanian Balachan- 
der, Management Science, 47 (September 2001), pp 1282-89 
[Literature review, Model presentation, Equilibrium, Profit func- 
tions, Market strategy, Competition, Game theory, Assessment, 
Implications for warranty choices ] 111 


The Effect of Incentive Schemes and Organizational Arrange- 
ments on the New Product Development Process. Martin Natter, 
Andreas Mild, Markus Feurstein, Georg Dorffner, and Alfred 
Taudes, Management Science, 47 (August 2001), pp 1029-45 
[Literature review, Model presentation, Propositions, Neural net- 
works, Agent-based simulation, Search for new products (team- 
based, House of Quality, trial and error, marketing-production 
interfaces), Statistical analysis ] 112 


Retailers Focus Growing Attention on Brand Building and 
Sourcing Issues. Susan Reda, Stores, 83 (March 2001), pp 80, 82, 
84 [Discussion, Product development and quality assurance teams, 
Private brands, Managing consistency, Customer loyalty, Cross- 
border trading, Sourcing strategy (speed, cost, product), Opportu- 
nity and risk, Examples ] 113 


2.8 Sales Promotion 
See also 192 


An Investigation of the Impact of Promotions on Across-Sub- 
market Competition. PK Kannan and Chi Kin Yim, Journal of 
Business Research, 53 (September 2001), pp 137-49 [Literature 
review, Dogit model of brand switching, Scanner panel data, Math- 
ematical equations, Effects, Product differentiation, Intensity of 
promotional activities, Statistical analysis, Managerial implica- 
tions ] * 114 


An Empirical Analysis of the Determinants of Category Expen- 
diture. William Р Putsis, Jr and Ravi Dhar, Journal of Business 
Research, 52 (June 2001), pp 277-91 [Literature review, Data col- 
lection (IRI market-level data on food products), National brand 
and private label promotion can have a significant effect on the 
level of category expenditure, Significant differences across mar- 
kets and categories, Statistical analysis ] 115 


2.9 Advertising 
See also 1, 4, 5, 6, 8, 11, 12, 16, 21, 32, 83, 84, 89, 90, 103, 150, 
151, 164, 198, 201, 202, 230 


Trying to Clean Up Sweeps. Michael J Weiss, American Demo- 
graphics, 23 (May 2001), pp 42-49 [TV stations, Ratings, 
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ACNielsen, Market strategy, Impacts, Ad revenue, Audience mea- 
surement, Alternatives, Assessment ] 116 


Ads Unplugged. Leslie Whitaker, American. Demographics, 23 
(June 2001), pp 30-33 [Discussion, Connectivity, Wireless, 
Advertising campaigns, Revenues, Resistance, Age groups, 
Income levels, Acting locally, Examples ] 117 


Highly Attractive Models in Advertising and the Women Who 
Loathe Them: The Implications of Negative Affect for 
Spokesperson Effectiveness. Amanda B Bower, Journal of 
Advertising, 30 (Fall 2001), pp 51-63 [Literature review, Model 
proposal, Hypotheses, Two studies, When sufficient negative affect 
1s generated as a consequence of companson with beautiful mod- 
els, evaluations of both the model as a spokesperson and the prod- 
uct argument may be affected adversely because of model deroga- 
tion ] 118 


Exploring Managers’ Perceptions of the Impact of Sponsorship 
on Brand Equity. T Bettina Cornwell, Donald P Roy, and Edward 
A Steinard 11, Journal of Advertising, 30 (Summer 2001), pp 
41-51 [Literature review, Hypotheses, Two-phase survey, Lever- 
age, the use of advertising and promotion to support the sponsor- 
ship, Management involvement, Effects, Perceived differentiation 
and financial value of the brand, Statistical analysis, Implications ] 

119 


Framing Meaning Perceptions with Music: The Case of Teaser 
Ads. Kineta Hung, Journal of Advertising, 30 (Fall 2001), pp 
39-49 [Literature review, Two studies, Music connects with and 
accentuates selective visual events, as well as selective aspects of a 
visual event, to draw out the advertising proposition, Statistical 
analysis, Implications, Hong Kong ] 120 


The Role of Myth in Creative Advertising Design: Theory, 
Process and Outcome. Gita Venkataramani Johar, Morris B. Hol- 
brook, and Barbara B Stern, Journal of Advertising, 30 (Summer 
2001), pp 1—25 [Laterature review, Propositions, Data collection 
(creative teams), Only one team engaged in fully diversified 1dea 
generation involving a wide range of alternative scenarios, Ad 
judged most successful by advertising professionals ] 121 


Signaling Quality and Credibility in Yellow Pages Advertising: 
The Influence of Color and Graphics on Choice. Gerald L 
Lohse and Dennis L Rosen, Journal of Advertising, 30 (Summer 
2001) pp 73-85 [Literature review, Hypotheses, Two expen- 
ments, А significant effect for process (full) color and photo- 
graphic-quality graphics on choice of an advertiser from Yellow 
Pages was found and varied across product categories ] 122 


Understanding the Mental Representations Created by Com- 
parative Advertising. Kenneth C Manning, Paul W Miniard, 
Michael J Barone, and Randall L Rose, Journal of Advertising, 30 
(Summer 2001), pp 27-39 [Literature review, Hypotheses, Three 
experiments, Comparisons, Noncomparative ads, Disassociative 
and associative processing, Relative and nonrelative impressions, 
Assessment, Implications ] 123 


2.10 Personal Selling 
See also 131, 132, 133, 210 


Salesperson Job Involvement: А Modern Perspective and a 
New Scale. Felicia G Lassk, Greg W Marshall, David W Cravens, 
and William С Мопспег, Journal of Personal Selling and Sales 
Management, 21 (Fall 2001), pp 291-302 [Literature review, 
Survey of salespeople, Variables relating to job satisfaction, job 
performance, organizational commitment, emotional exhaustion, 
and turnover intentions, Comparisons, Lodahl and Kejner job 
1nvolvement scale, Relationship and time involvement, Statistical 
analysis ] 124 


Better with Age. Katharine Kaplan, Sales and Marketing Man- 
agement, (July 2001), pp 58-62 [Survey of sales and marketing 


executtves, Older salespeople, Effectiveness, Ехрепепсе, Enthusi- 
asm, Commitment, Recruitment, Examples ] 125 


Flexing Their Muscles. Eilene Zimmerman, Sales and Marketing 
Management, (September 2001), pp 34-36, 38-41 [Survey of 
salespeople, Flexible work options, [mpacts, Sales, Loyalty, Pro- 
ductivity, Policy development, Examples ] 126 


2.11 Sales Management 
See also 26, 35, 56, 125, 126, 187, 215, 232, 233, 234 


What Buyers Want Most from Salespeople: А View from the 
Senior Level. Robert M Peterson and George H Lucas, Business 
Horizons, 44 (September/October 2001), pp 39-45 [Personal 
interviews, [Industrial customers, Requirements (expertise, contn- 
bution, representation, trustworthiness, compatibility), Assess- 
ment, Implications, Insurance industry ] 127 


Torment Your Customers (They'll Love It). Stephen Brown, 
Harvard Business Review, 79 (October 2001), pp 82-88 [Retro- 
marketing, Deliberating holding back supplies, Exclusivity, 
Secrecy, Amplification, Entertainment, Tricks, Examples] 128 


Importance of Alternative Rewards: Impact of Managerial 
Level. Alan J Dubinsky, Rolph E Anderson, and Валу Mehta, 
Industrial Marketing Management, 29 (September 2000), pp 
427-40 [Literature review, Hypotheses, Survey of sales managers, 
Rewards especially important to sales managers irrespective of 
hierarchical level, Findings for overall sample, Statistical analysis, 
Managerial tmplications J 129 


Marketing Is Not a One-Night Stand. J Patrick O’ Halloran and 
Todd R Wagner, Journal of Business Strategy, 22 
(September/October 2001), pp 31-35 [Discussion, Customer rela- 
tions, The nght message, Personalization, Body language, Listen- 
ing, Focusing on customer needs, Value-added services, Long-term 
results, Examples ] 130 


The Effects of a Stated Organizational Policy on Inconsistent 
Disciplinary Action Based on Salesperson Gender and Weight. 
Joseph A Ве 221 and Ronald W Hasty, Journal of Personal Sell- 
ing and Sales Management, 21 (Summer 2001), pp 189-98 [Lit- 
erature review, Hypotheses, Data collection, Being overweight pro- 
duced harsher discipline for saleswomen but had no effect on 
salesmen, Managerial implications ] 131 


Sales Force Activities and Marketing Strategies in Industrial 
Firms: Relationships and Implications. James Cross, Steven W 
Hartley, Мат Rudelius, and Michael J Vassey, Journal of Per- 
sonal Selling and Sales Management, 21 (Summer 2001), pp 
199-206 [Literature review, Survey, Factors, Providing informa- 
tion, Hiring and training salespeople, Assessing and accessing mar- 
ket segments, Market penetration, Product development, Market 
development, Diversification, Impacts, Firm size, Type of offering, 
Statistical analysis ] 132 


Testing Competing Models of Sales Force Communication. 
Mark С Johlke and Dale F Duhan, Journal of Personal Selling and 
Sales Management, 21 (Fall 2001), pp 265-77 {Literature review, 
Hypotheses, Survey of salespeople, Job outcomes, Impacts, Com- 
munication quality (frequency, informal mode, indirect content, 
bidirectional), Salesperson satisfaction with communication, Job 
satisfaction and organizational commitment, Statistical analysis ] 

133 


An Exploratory Ássessment of Sales Culture Variables: Strate- 
gic Implications Within the Banking Industry. Rick Е Ridnour, 
Felicia О Lassk, and С David Shepherd, Journal of Personal Sell- 
ing and Sales Management, 21 (Summer 2001), рр 247-54 [Lit- 
erature review, Hypotheses, Survey, Variables, Hours of sales train- 
ing, Frequency of sales activities and performance-based pay, 
Service quality, Employee and management commitment, Statisti- 
cal analysis ] 134 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See also 34, 50, 55, 57, 65, 67, 92, 96, 127, 132, 148, 149, 154, 
178, 188, 189, 195, 205, 211, 215, 222 


Moving from Make/Buy to Strategic Sourcing: The Outsource 
Decision Process. Mike Tayles and Colin Drury, Long Range 
Planning (UK), 34 (October 2001), pp 605-22 [Literature review, 
Model presentation, Product development, Supplier assessment, 
Decision to outsource releases capital, Integrating cross-functional 
activities, Cost of retaining competence in-house, Case study 1135 


Cross-Functional Buying: Why Teams Are Hot. James P Mor- 
gan, Purchasing, 130 (April 5, 2001), pp 27~28, 31-32 (Survey of 
purchasing professionals, Personal interviews, Problems, Top man- 
agement support, Information sharing, Turf wars, Training, Time, 
Tnvialization, Projections ] 136 


The Shakeout Goes On. James P Morgan, Purchasing, 130 (May 
3, 2001), pp 43-44, 46-47 [Industrial distributors, Problems, The 
way alliances are working, The Internet and costs, Centralization, 
Analyzing the customer base, Distributors and their supphers, 
Assessment ] 137 


3.2 Nonprofit, Political, and Social Causes 
See also 91, 180, 230, 231 


Citizen Preferences Regarding New City Services: Demo- 
graphics Predictors and Patterns of Opinion. Donald Baack, 
Jerry Rogers, and Kenneth E Clow, Journal of Nonprofit and Pub- 
lic Sector Marketing, 8 (No 1, 2000), рр 41-53  [Discussion, 
Hypotheses, Survey, Attitudes regarding future city priorities, Vari- 
ables, Age, Education, Gender, Years of residence, Income, Home 
owners versus renters, Assessment, Implications ] 138 


Using Research to Gain Strategic Insights for the Marketing of 
a Proposed Museum. Donald W Caudill and William E Warren, 
Journal of Nonprofit and Public Sector Marketing, 8 (No 1, 2000), 
pp 87-94 [Interviews with community leaders and households, 
Ascertain 1f there would be community support, Select target mar- 
ket, Determine variables necessary for creation of marketing plan, 
Recommendations ] 139 


Marketing Within the Public Sector. Michael T Ewing and 
Albert Caruana, Journal of Nonprofit and Public Sector Marketing, 
8 (No 1, 2000), pp 3-15 [Literature review, Survey of govern- 
ment departments, Measures, Internal marketing orientation (com- 
prehensive, underdeveloped, intermediate), Statistical analysts, 
Australia ] 140 


Channel Design for Early Intervention Services: Is There a 
Role for Brokers? Douglas L Fugate, Journal of Nonprofit and 
Public Sector Marketing, 7 (No 4, 2000), pp 3-15 [Discusston, 
Legislation, Individuals with Disabilities Education Improvement 
Act, Parent as channel captain, Impacts, Imperfect competition, 
Anonymity, Imperfect information, Assessment, Guidelines ] 141 


Consumer Based Strategic Planning in the Nonprofit Sector: 
The Empirical Assessment of a Symphony Audience. Lawrence 
L Garber jr, Jan G Muscarella, Paul N Bloom, and Jennifer L 
Spiker, Journal of Nonprofit and Public Sector Marketing, 8 (No 
1, 2000), pp 55-86 (Literature review, Survey, Attitudes, Alterna- 
tive entertamment events, Perceptions of symphony event, Infor- 
mation source, Manner of ticket purchase, Overall liking and satis- 
faction, Audience profile, Impacts, Decision to buy, Statistical 
analysis ] 142 


An Exploratory Investigation into Disadvantaged Business 
Enterprises and Their Role in Airport Commerce. Sean 
Helmkay and Blaise P Waguespack Jr, Journal of Nonprofit and 
Public Sector Marketing, 8 (No 1, 2000), рр 17-31 [Discussion, 
Constitutional origins, Legal aspects of affirmative action pro- 
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grams, Federal compliance, Difficulties, Program success, Local 
examples ] 143 


Marketing Alliances Between Non-profits and Businesses: 
Changing the Public's Attitudes and Intentions Towards the 
Cause. Linda I Nowak and Judith H Washburn, Journal of Non- 
profit and Public Sector Marketing, 7 (Мо 4, 2000), pp 33-44 
[Literature review, Cause marketing, Hypotheses, Experiment, 
Cause affinity, Company reputation, Impacts, Trust, Behavioral 
intentions, Importance of cause, Feelings of responsibility toward 
cause, Societal consequences, Assessment ] 144 


3.3 International and Comparative 
See also 4, 12, 24, 30, 32, 33, 43, 44, 54, 56, 57, 58, 59, 76, 91, 
110, 113, 120, 140, 203, 205, 207, 209, 233 


WFOEs: The Most Popular Entry Mode into China. Ping Deng, 
Business Horizons, 44 July/August 2001), pp 63-72 [Discussion, 
Advantages, Wholly foreign-owned enterprises, Problems, Equity 
joint ventures, Impacts, Deregulated ownership control and 
resource commitment, Assessment, Managerial implications ] 145 


Managing Southeast Asian Brands in the Global Economy. 
Michael Ewing, Julie Napoli, and Leyland Pitt, Business Horizons, 
44 (May/June 2001), pp 52-58 [Discussion, Problems, Internal 
(lack of focus, underinvestment 1n marketing, managerial leader- 
ship style), Consumer perceptions, Strategic approaches for Asian 
organizations, Assessment ] 146 


Distance Still Matters: The Hard Reality of Global Expansion. 
Рапкај Ghemawat, Harvard Business Review, 79 (September 
2001), pp 137-38, 140, 142-47 [Discussion, Dimensions (cul- 
tural, administrative, geographic, economic), Industry sensitivity, 
Country portfolio analysis, Example ] 147 


The Impact of Internet Use on Business-to-Business Market- 
ing: Examples from American and European Companies. 
George J Avlonitis and Despina А Karayanni, Industrial Market- 
ing Management, 29 (September 2000), pp 441-59 [Literature 
review, Model presentation, Hypotheses, Survey of industrial 
firms, Effects, Use intensity of Internet, Marketing activities, Sales 
performance, Sales efficiency, Sales and product management, 
Internet budget, Interactions, Statistical analysis ] 148 


Revisiting Firm Characteristics, Strategy, and Export Perfor- 
mance Relationship: A Survey of the Literature and an Inves- 
tigation of New Zealand Small Manufacturing Firms. David L 
Dean, Bulent Menguc, and Christopher Paul Myers, Industrial 
Marketing Management, 29 (September 2000), pp 461-77 [Sur- 
vey, Low- versus high-performance exporters, Measures (annual 
export sales, export growth, percentage of total sales from export), 
Statistical analysis, Implications ] 149 


How Chinese Children’s Commercials Differ from Those of the 
United States: A Content Analysis. Mindy F Ji and James U 
McNeal, Journal of Advertising, 30 (Fall 2001), pp 79-92 [Liter- 
ature review, Hypotheses, Impacts, Social and cultural factors, 
Economic development, Statistical analysis, Implications] 150 


Organizational Buying and Advertising Agency-Client Rela- 
tionships in China. Gerard Prendergast, Yizheng Shi, and Douglas 
West, Journal of Advertising, 30 (Summer 2001), pp 61-71 [Lit- 
erature review, Hypotheses, Survey of firms ın various industries, 
Advertising agency power 1n the campaign development process 1s 
not related to the nature of the advertising task at hand, Impacts, 
Bottom-up processes, Chent buying process, Assessment, Recom- 
mendations ] 151 


The Chinese Approach to International Business Negotiation. 
Jensen J Zhao, Journal of Business Communication, 37 (July 
2000), pp 209-37 [Literature review, Content analysis, Cate- 
gones, Creating negotiation atmosphere, Negotiating position, 
Making first offer, Counteroffers, Negotiation techniques, Break- 
ing deadlock, Closing the deal, Assessment ] 152 
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Journal of Business Research, 52 (May 2001), pp 95-210 (Nine 
articles on doing business in China, Management and organiza- 
tional research, Interpersonal and interorgamzational commitment, 
Foreign ownership of equity joint ventures, Self selection, social- 
ization, and budget control, Chinese distribution channels, Justice 
perceptions of complaint handling, Signal theory for products and 
services, Conducting business research ] 153 


R&D Mode Choices in Central and Eastern Europe. Keith D 
Brouthers, Lance Eliot Brouthers, and Steve Werner, Journal of 
Business Research, 52 (Арп 2001), рр 83-91 [Literature review, 
Hypotheses, Survey of firms, R&D integration strategy can be pre- 
dicted using Dunning's OLI (ownership- and location-specific, 
internalization) framework, Firms whose chotces are predicted 
appear to be more satisfied with the performance of their R&D 
facilities ] 154 


The Behaviour of International Firms in Socio-political Envi- 
ronments in the European Union. Amjad Надукћап and Pervez 
N Ghaun, Journal of Business Research, 52 (June 2001), pp 
263-75 [Literature review, Conceptual framework (network the- 
ory), By companng the management practices of small- and 
medium-sized enterprises and multinationals, the study shows how 
smaller exporting firms manage their relationships with political 
actors, Managenal implications ] 155 


Drivers and Outcomes of Parent Company Intervention in IJV 
Management: A Cross-Cultural Comparison. Jean L Johnson, 
John B Cullen, Tomoaki Sakano, and James W Bronson, Journal 
of Business Research, 52 (Арп! 2001), pp 35-49 [Literature 
review, International joint ventures (IJVs), Hypotheses, Survey of 
companies, Impacts, Direct and indirect parental control, Conflicts, 
IJV experience, Strategic importance, Product similarity, Resource 
dependence, Statistical analysis, Many countries ] 156 


The Market Orientation-Performance Relationship in the 
Context of a Developing Economy: An Empirical Analysis. 
Ram Subramanian and Pradeep Gopalaknshna, Journal of Busi- 
ness Research, 53 (July 2001), pp 1-13 [Literature review, 
Hypotheses, Survey of manufacturing and service firms, Factors, 
Customer orientation, Competitor orientation, Interfunctional 
coordination, Long-term focus, Survival and growth/profit empha- 
sis, Statistical analysis, Мапарепа! implications, India ] 157 


Reasons as Carriers of Culture: Dynamic Versus Dispositional 
Models of Cultural Influence on Decision Making. Donne! A 
Bnley, Michael W Morris, and Itamar Simonson, Journal of Con- 
sumer Research, 27 (September 2000), pp 157-78 [Literature 
review, Hypotheses, Five studies, Reasons and compromise 
choices, Comparisons, US and Hong Kong, US and Japan, Within 
a single country, Proverbs as a source of reasons, Theoretical and 
marketing implications ] 158 


Gift Giving in Hong Kong and the Continuum of Social Ties. 
Annamma Joy, Journal of Consumer Research, 28 (September 
2001), pp 239-56 [Discussion, Models, Personal interviews, Cat- 
еропеѕ (close, hi/bye, just friends, and romantic other), Assess- 
ment ] 159 


The Socio-cultural Environment for Entrepreneurship: А 
Comparison Between East Asian and Anglo-Saxon Countries. 
Thomas M Begley and Wee-Liang Tan, Journal of International 
Business Studies, 32 (Third Quarter 2001), pp 537-53 [Literature 
review, Hypotheses, Data collection (aspiring professionals and 
managerial employees), Demographic and sociocultural variables, 
Owners versus nonowners, Social status, Shame of fatlure, Value of 
work and innovation, Feasibility, Desire, Statistical analysis ] 160 


Do Company Strategies and Structures Converge in Global 
Markets? Evidence from the Computer Industry. Geert Duys- 
ters and John Hagedoorn, Journal of International Business Stud- 
tes, 32 (Second Quarter 2001), pp 347-56 [Literature review, 
Hypotheses, Survey, Variables, Size, Specialization, Innovative 


strength, R&D intensity, Acquisitions and mergers, Strategic tech- 
nology alliances, Technology specialization, Internationalization, 
Statistical analysis, Many countries ] 161 


A Resource Perspective of Global Dynamic Capabilities. David 
A ап ћ and Michael G Harvey, Journal of International Busi- 
ness Studies, 32 (Third Quarter 2001), рр 597-606 [Discussion, 
Conceptual framework, Hypotheses, Survey of distributors, Power, 
Impacts, Asset specificity, Predictability, Market knowledge gap, 
Type of market, Statistical analysis, Canada, Chile, Great Britain, 
Philippines ] 162 


Cultural Adaptation of Business Expatriates in the Host Mar- 
ketplace. Sunkyu Jun, James W Gentry, and Yong J Hyun, Jour- 
nal of International Business Studies, 32 (Second Quarter 2001), 
pp 369—77 [Literature review, Structural model, Hypotheses, Sur- 
vey of Korean expatriates, Impacts, Cultural knowledge, Market 
participation, Market alienation, Statistical analysis ] 163 


A Model of Advertising Standardization in Multinational Cor- 
porations. Michel Laroche, VH  Kirpalam, Frank Pons, and 
Lianxi Zhou, Journal of International Business Studies, 32 (Sec- 
ond Quarter 2001), pp 249-66 [Literature review, Hypotheses, 
Data collection {indicies of multinational corporations), Degree of 
control over subsidiaries, Impacts, Market position, Country envi- 
ronmental conditions, Decision power of subsidiary, MNC's man- 
ager's familiarity with foreign context, Statistical analysis, Many 
countries ] 164 


Institutions, Transaction Costs, and Entry Mode Choice in 
Eastern Europe. Klaus Е Meyer, Journal of International Bust- 
ness Studies, 32 (Second Quarter 2001), pp 357-67 [Literature 
review, Multinomial model, Survey of West German and British 
companies, Variables, Institution building, R&D, Technology 
transfer, Human capital, Consumer goods, Management transfer, 
Firm size, Global ехрепепсе, Regional expertence, Statistical 
analysis ] 165 


Cultural Distance Revisited: Towards a More Rigorous Con- 
ceptualization and Measurement of Cultural Differences. Oded 
Shenkar, Journal of International Business Studies, 32 (Third 
Quarter 2001), pp 519-35 [Literature review, Conceptual proper- 
tres (symmetry, stability, linearity, causality, discordance), Method- 
ological properties (corporate and spatial homogeneity, equiva- 
lence), Closing cultural distance, Cultural interaction as friction, 
Recommendations ] 166 


The Stampede Toward Hofstede’s Framework: Avoiding the 
Sample Design Pit in Cross-Cultural Research. K Sivakumar 
and Cheryl Nakata, Journal of International Business Studies, 32 
(Third Quarter 2001), pp 555-74 [Literature review, Research 
scenarios, Sets of algorithms that calculate indexes reflecting the 
power of different samples for hypotheses testing, Rankings, Top 
multicountry samples are presented in tables for selection when 
designing studies ] 167 


Investments in Consumer Relationships: A Cross-Country and 
Cross-Industry Exploration. Kristof De Wulf, Gaby Odekerken- 
Schroder, and Dawn Iacobucci, Journal of Marketing, 65 (October 
2001), pp 33-50 [Literature review, Model presentation and com- 
parison, Hypotheses, Six consumer samples, Impacts, Direct mail, 
Preferential treatment, Interpersonal communication, Tangible 
rewards, Perceived relationship investment, Relationship quality, 
Statistical analysis, Implications, US, The Netherlands, Belgium ] 

168 


Creating Local Brands in Multilingual International Markets. 
Shi Zhang and Bernd H Schmitt, Journal of Marketing Research, 
38 (August 2001), pp 313-25 [Literature review, Three ехреп- 
ments, English- and Chinese-brand names, Translation methods 
(phonetic, semantic, phonosemantic), Cognitive analysis focusing 
on impacts of primes and expectations on consumer name evalua- 
tions, Statistical analysis ] 169 


Insights from Senior Executives About Innovation in Interna- 
tional Markets. Peter N Golder, Journal of Product Innovation 
Management, 17 (September 2000), pp 326-40 [Literature 
review, Personal interviews, Attitudes, Product development, Entry 
timing, Standardization versus differentiation, Strategic goals, 
Mode of entry, Choice of markets to enter, Organization structure, 
Assessment, Managerial implications, US, Europe, Japan] 170 


Pioneering Advantage in New Service Development: A Multi- 
country Study of Managerial Perceptions. X Michael Song, C 
Anthony D: Benedetto, and Lisa Z Song, Journal of Product Inno- 
vation Management, 17 (September 2000), pp 378-92 [Literature 
review, Propositions, Survey of managers, Factors, Есопопис, Рге- 
emptive, Technological, Behavioral, Comparisons, West and Asian 
Pacific region ] 171 


Supporting Women Entrepreneurs in Transitioning 
Economies. Richard T Bliss and Nicole L Garratt, Journal of 
Small Business Management, 39 (October 2001), pp 336-44 [Lit- 
erature review, Obstacles, Reasons for starting a business, Per- 
ceived success factors, Associations, Effectiveness, Recommenda- 
tions, Poland ] 172 


Networking Trends of Small Tourism Businesses in Post-Social- 
ist Slovakia. Charles B Copp and Russell L Ivy, Journal of Small 
Business Management, 39 (October 2001), pp 345-53 [Literature 
review, Survey, Impacts, Sources of initial funding and business 
decisions, Training, Professional associations, Locations, Assis- 
tance, Assessment ] 173 


The Internationalization Process of Small and Medium-Sized 
Enterprises: An Evaluation of Stage Theory. Harold GI 
Gankema, Henoch R Snuif, and Peter S Zwart, Journal of Small 
Business Management, 38 (October 2000), pp 15-27 [Literature 
review, Data collection INTERSTRATOS group), Domestic mar- 
keting, Pre-export, Experimental, active, and committed 1nvolve- 
ment, DEL analysis, Manufacturing 1ndustries, Many countries ] 

174 


A Crossnational Prediction Model for Business Success. Robert 
N Lussier and Sanya Pfeifer, Journal of Small Business Manage- 
ment, 39 (July 2001), pp 228-39 [Literature review, Model рге- 
sentation, Survey of firms, Impacts, Human resources (staffing, 
education level, use of professional advice, planning), Assessment, 
Implications, Croatia ] 175 


Networks, Resources, and Small Business Growth: The Expe- 
rience in Sri Lanka. S P Premaratne, Journal of Small Business 
Management, 39 (October 2001), pp 363-71 [Literature review, 
Conceptual framework, Hypotheses, Survey, Networks (social, 
support, inter-firm, organizational), Impacts, Money, Information, 
Other nonmaterial support, Statistical analysis J 176 


Cultural Differences in Planning/Success Relationships: A 
Comparison of Small Enterprises in Ireland, West Germany, 
and East Germany. Andreas Rauch, Michael Frese, and Sabine 
Sonnentag, Journal of Small Business Management, 38 (October 
2000), pp 28-41 [Discussion, Hypotheses, Survey, Variables, 
Achievement onentation, Start-up business plan, Level of plan's 
detail, Target planning, Success, Statistical analysis ] 177 


Exchange Rates and the Choice of Ownership Structure of 
Production Facilities. Panos Kouvelis, Kostas Axarloglou, and 
Vikas Sinha, Management Science, 47 (August 2001), pp 
1063-80 [Literature review, Model presentation, Hypotheses, 
Data collection, Production strategy, International business, 
Exporting, Joint ventures, Global pricing, Dynamic programming, 
Regression analysis, Мапарепа! implicattons ] 178 


Stores, Section 2, 83 (January 2001), pp 5-141 [Twenty-five arti- 
cles on global online retailing, Consumer trends, Multichannel 
imperative, Meeting customer expectations, Tax advantages, Many 
countnes ] 179 
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3.4 Services 
See also 25, 39, 41, 66, 70, 82, 83, 93, 07, 127, 130, 134, 138, 140, 
141, 142, 171, 173, 190, 191, 196, 216, 227 


Examining the Landscape of Managed Behavioral Health Care 
Through the Market Paradigm. Michael L Hall and Robert H 
Keefe, Journal of Nonprofit and Public Sector Marketing, 7 (Ма 4, 
2000), pp 59-76 [Literature review, Survey of social workers, 
psychologists, and psychiatrists, Market factors, Program impacts, 
Competition, Services, Income, Assessment ] 189 


SERVPERF Utility for Predicting Neighborhood Shopping 
Behavior. Kimball P Marshall and JR Smith, Journal of Non- 
profit and Public Sector Marketing, 7 (Мо 4, 2000), pp 45-57 
[Literature review, Survey, Validity and predictive utility of sub- 
scales, Impacts, Tangibility, Assurance, Empathy, Overall service 
quahty rating and propensity to shop in neighborhood for clothing, 
Statistical analysis ] 181 


The Impact of Satisfaction and Payment Equity on Cross-Buy- 
ing: A Dynamic Model for а Multi-service Provider. Peter С 

Verboel, Philip Hans Franses, and Janny С Hoekstra, Journal of 
Retailing, 77 (Fall 2001), pp 359—78 Discussion, Hypotheses, 
Customer survey, Effects, Lengthy and short relationships, Percep- 
tions of prices, Competition, Statistical analysis, Managerial 
imphications, Insurance industry, The Netherlands ] 182 


Outcomes-Adjusted Reimbursement in a Health-Care Delivery 
System. Prashant C Fulorta and Stefanos A 2е1105, Management 
Science, 47 (June 2001), рр 735-51 [Literature review, Health 
care financing, Fee for service, Principal-agent models, Dynamic 
incentives, Medicare’s End-Stage Renal Disease program, Appli- 
cation ] 183 


Stores, 83 (January 2001), pp 46-82 [Six articles on saving cus- 
tamer service, Technology tie-ins, Online needs, Web site features, 
Customer relations, Handling complaints, Core values, Corporate 
culture, Customer feedback, Case studies ] 184 


New Benchmarking Service Gauges Retail Website Perfor- 
mance. Susan Reda, Stores, 83 (March 2001), pp 26-28, 30 [Dis- 
cussion, Consultants, Impacts, Time needed to conduct onhne 
transactions, Download performance for each site’s home page, 
Distributed momtorng, Examples } 185 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 21, 53, 64, 69, 80, 81, 94, 95, 111, 112, 121, 123, 178, 
183, 211 


The Impossibility and Necessity of Re-inquiry: Finding Middle 
Ground in Social Science. Richard R Wilk, Journal of Consumer 
Research, 28 (September 2001), pp 308-12 {Literature review, 
The author takes a position of pluralism and suggests that both pos- 
itivism and humanism have a great deal to offer consumer 
research ] 186 


An Utility Based Framework for Evaluating the Financial 
Impact of Sales Force Training Programs. Earl D Honeycutt Jr, 
Kwan Karande, Ashraf Attia, and Steven D Maurer, Journal of 
Personal Selling and Sales Management, 21 (Summer 2001), pp 

229-38 [Discussion, Economic utility theory, Kirkpatrick model, 
Benefit estimates, Differences 1n trained and untrained salespeople, 
Attrition rates, Time to break even, Sensitivity analysis, Manager- 
1al implications ] 187 


Demand Heterogeneity and Technolegy Evolution: Implica- 
tions for Product and Process Innovation. Ron Adner and Daniel 
Levinthal, Management Science, 47 (May 2001), pp 611-28 [Dis- 
cussion, Model structure components (charactenzation of con- 
sumers and consumer preferences that comprises the demand envi- 
ronment, mechanism by which products move through this market 
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space), Phases of development activity (attribute equalization, mat 
ket expansion, demand maturity), Assessment ] J8 


The Nonstationary Staff-Planning Problem with Busines 
Cycle and Learning Effects. Edward G Anderson Jr, Manage 
ment Science, 47 (June 2001), pp 817-32 [Literature reviev 
Model presentation, Capacity planning, Knowledge managemen 
Product development, System dynamics, Control theory, Stocha: 
tic dynamic programming, Sensitivity analysis, Numerical ехал 
ples ] 18 


Procurement Planning to Maintain Both Short-Term Адаг 
tiveness and Long-Term Perspective. Jewel 5 Bonser and § 
David Wu, Management Science, 47 (June 2001), pp 769-8 
{Planning under uncertainty, Computational experiments, Fuel prc 
curement problem for electrical utilities, Mintmum contract pu: 
chases, Stochastic optimization, Managenal imphcations] 19 


Optimal Pricing That Coordinates Queues with Customei 
Chosen Service Requirements. Albert Y Ha, Management Sc. 
ence, 47 (July 2001), pp 915-30 [Literature review, Incentivi 
Delay cost, Service facility, Joint production, Optimal design ¢ 
queues, Assessment ] 


Learning and Forgetting: Modeling Optimal Product San 
pling Over Time. Amir Heiman, Bruce McWiiliams, Zhihua Shei 
and David Zilberman, Management Science, 47 (April 2001), р 
532-46 [Literature review, Propositions, Dynarme analyst 
impacts, Product life cycle, Steady-state goodwill stock, Margin: 
productivity, Incentives, Managerial applications ] 19 


A Generalized Model of Operations Reversal for Fashio 
Goods. Nikhil Jain and Anand Раш, Management Science, 4 
(April 2001), рр 595-600 [Discussion, Probability and consum 
choice models, Process design, Supply chain, Market character: 
tics, Heterogeneity among customers, Unpredictability of custom: 
preferences, Assessment ] 19 


Channel Coordination Under Price Protection, Midli! 
Returns, and End-of-Life Returns m Dynamic Markets. Теп 
A Taylor, Management Science, 47 (September 2001), pi 
1220-34 [Literature review, Supply chain management, Declinir 
price environments, Model presentation, Mathematical equation 
Theorems, Incentives, Inventory management, Assessment] 15 


A Nested Decomposition Approach to a Three-Stage, Тен 
Dimensional Cutting-Stock Problem. Francois Venderbeci 
Management Science, 47 (June 2001), рр 864~79 [Discussio 
Model presentation, Trim loss, Knapsack problems, Integer pr 
gramming, Nested decomposition, Overall algonthm and compi 
tational results } 16 


4.2 Research Methodology 
See also 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 1 
19, 20, 21, 22, 23, 36, 53, 54, 55, 69, 77, 78, 89, 93, 101, 102, 10 
107, 108, 109, 114, 115, 116, 118, 119, 120, 122, 123, 124, 13 
138, 139, 142, 144, 150, 151, 153, 154, 158, 159, 167, 168, 16 
181, 182, 214 


The Rising Tide. Hassan Fattah, American Demographics, : 
(Apr! 2001), pp 48-53 [Lower middle class, Stereotypes, Wor 
ing poor, Demographic characteristics, Purchasing patterns, Brat 
conscious, Services, Value, Retailers, Statistical data ] 1! 


Micro Melting Pots. Wiliam H Frey, American Demographic 
23 (June 2001), pp 20-23 [Ethnic populations, Diversit 
Regions, Minonties, Growth, Metropolitan areas, Immugratio 
Statistical data ] 1! 


Habla English? Rebecca Gardyn, American Demographics, · 
(April 2001), pp 54-57 {Hispanic youth, Cultural aspects, Fami 
orientation, Core values, Market strategy, Bilingual, Media pla 
ning, Advertising campaigns, Examples } 1! 


Size Doesn't Matter. Alison Stein Wellner, American Demo- 
graphics, 23 (May 2001), pp 23-24 [States, Growth rates, 
Boomer migration trends, Generation Y's household-formation 
years, Statistical data ] 199 


Boost Your Marketing ROI with Experimental Design. Eric 
Almquist and Gordon Wyner, Harvard Business Review, 79 (Octo- 
ber 2001), pp 135-41 [Discussion, Comparisons, Traditional test- 
ing, Stimulus—response network, Data collection, Business judg- 
ment, Mathematical and statistical sophistication, Examples ] 200 


The Unpredictable Audience: An Exploratory Analysis of Fore- 
casting Error for New Prime-Time Network Television Pro- 
grams. Philip M Napoli, Journal of Advertising , 30 (Summer 
2001), pp 53-60 [Literature review, Hypotheses, Data collection 
(Nielsen reports), Presence of a returning network lead-in or lead- 
out significantly reduces the amount of forecasting error, Error 
increased significantly over time, Statistical analysis ] 201 


Journal of Advertising Research, 41 (September/October 2001), 
pp 7-77 [Six articles on youth research, Ethnic identification on 
adolescents’ evaluations of advertisements, Cyberspace advertising 
versus other media, Psychographic analysis of Generation Y col- 
lege students, Student sample on standardization in international 
advertising, Problems with student samples, Gaining additional 
customers by stretching the market ] 202 


Forecasting with Limited Information: A Study of the Norwe- 
gian ISDN Access Market. Carlo Hjelkrem, Journal of Business 
Forecasting, 20 (Fall 2001), pp 18-23 [Discussion, Integrated 
Services Digital Network, Factors, Gather available information, 
Select forecasting model, Estimate market potentials, Forecast 
results, Simulation of uncertainty, Accuracy of forecasts, Exam- 
ples ] 203 


Forecasting Heroes Catch Turning Points. Larry Lapide, Journal 
of Business Forecasting, 20 (Fall 2001), рр 11-12 [Discussion, 
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Multiple Role Issues. Christian Homburg and Bettina Rudolph, 
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review, Five studies, Variables, Trust, Expertise, Attitude ad, Аш- 
tude brand, Purchase intent, Endorser credibility, Statistical analy- 
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5. OTHER TOPICS 
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William L. Wilkie 


On Books and 
Scholarship: 
Reflections of a 
Marketing Academic 


[Note I should begin with the honest admission that when 
Terry Clark contacted me about doing this essay, I expen- 
enced strong ambivalence On the one hand, I loved his 
idea of this series of essays on books and scholarship It 
serves a complementary purpose to the journal article, 
especially in offering the potential to bind our field’s 
scholarship more tightly across time, training, and tech- 
niques In so doing, it can also capture some human 
dimensions of what 1t means to pursue learning 1n the aca- 
demic sphere of marketing and thus, beyond the informa- 
tion itself, might serve both aspirational and inspirational 
goals for us readers So I was very positive about the con- 
cept and was flattered to be asked to contribute 


On the other hand, I personally have difficulty in writing 
on this subject, ın overcoming feelings of being presump- 
tuous (I do have some concern that publication practices 
are not sufficiently sensitive to personality differences 
among scholars in our field, so I have decided to be open 
about this right at the outset) My avoidance reaction 1s 
strong enough that I would have turned this down had I not 
recently been consulting Robert Bartels's (1988) classic 
The History of Marketing Thought Іп 5 last edition, ће 
had added 21 short invited essays to update developments 
and mentioned that four other invitees had opted not to 
participate I was one of those four, and 1 didn't want this 
to happen again 


Then came the issues of what to say and how to say it, and 
the presumptuous feeling was looming strongly At this 
time, 1 happened to begin Kurt Vonnegut's (1997) most 
recent book, Timequake, for leisure reading I have always 
marveled at his capacity for almost instantaneously trans- 
porting me, as reader, from one convincing alternative 
reality into another, then another Sometimes odd, cer- 
tainly unconventional, but at almost every reading I come 
away recognizing some keen insights, and often with 
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humor So came my hoped-for solution for this essay To 
assist with structure, I’ve arranged the essay 1n three basic 
sections (1) reflections on books during my path into mar- 
keting academia, (2) reflections on the role of institutional 
initiatives in sustaining the search for scholarship 1n our 
field, and (3) a few gentle reflections on personal motiva- 
tions in seeking scholarship 1n the marketing field and the 
challenges we face together in this quest Thus, though I 
make no effort to emulate Mr Vonnegut directly (and with 
no suitable substitute for his frequent narrator, Kilgore 
Trout), please join me 1n hopping from one brief topic to 
another, searching for insights, occasionally with humor ] 


On Becoming a Marketing 
Academic: Recollections 


*You Can Major in Anything but Business, Son" 


Whth that explicit sentiment, my parents sent me off to col- 
lege and the path for my future I happened to enter Notre 
Dame the year it instituted an experimental Freshman Year 
of Studies,” ın which young learners were to be encouraged 
to explore the length and breadth of the university setting I 
was one who certainly took up this option, managing to 
change my "intent to major" several times, from science 
math (a deep but possibly too-confining curriculum) to lib- 
eral arts math (a strange, interesting offering in which we 
spent six weeks exploring “What is a point?" before moving 
onto another month on “What 15 a line?") to English (Might 
I have the soul of a poet? I don't think so, according to the 
feedback ın the special seminar taught by the university's 
Poet in Residence—who also provided our class, several of 
whom are now highly regarded writers, a glimpse of the 
insensitivity possible within college humanities. depart- 
ments) During this sojourn I somehow enrolled in a course 
in the forbidden field Business in Society, offered by the 
Dean of the Business School to nonmajors The Dean, James 
Culliton, was a former Harvard marketing professor pos- 
sessed of creative mind and innovative spirit (though his 
name 15 not well known these days, you’ll find Neil Borden 
[1964] crediting him with inspiring the concept for the 
“marketing mix” at the start of that classic article and E 
Jerome McCarthy [1960] also crediting him for inspiring the 
“4 P’s” in McCarthy’s ground-breaking text) In my case, 
among his course readings were several paperback books by 
Frederick Lewis Allen—Only Yesterday and The Big 
Change are two titles I recall—that presented business his- 
tory 1n a manner that absolutely captivated me In fact, until 
writing this essay I had, in the naively egocentric manner of 
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an early college student, simply assumed that these were 
undiscovered gems I was shocked when I recently looked 
them up and found in the Foreword to The Big Change 
(Allen 1952, рр уп-уш), written by famed historian 
Richard Hofstadter, “For over twenty years [Allen's writ- 
ings] have been among the most popular books ın Amer- 
ican colleges [The Big Change’s] seductive facility 
[lures] the minds of many students outward Кот the 
classroom toward a broader interest ın the study of man” 
At any rate, this sent me over to the College of Business, 
where the first open faculty office happened to be occupied 
by the aforementioned Jerry McCarthy, who encouraged me 
to “Try my class in marketing,” as well as the new minor in 
*management science" that he was developing with John 
Kennedy This would enable me to pursue more depth in 
mathematics, as I had wished, albeit in a more applied form 
About 20 strong students enrolled in this minor We were 
encouraged to read and undertake research by the Notre 
Dame faculty, and 7 of us went directly on to doctoral study, 
including two of my present colleagues, Joe Guiltinan and 
Bob Drevs 

Of course, I did not realize until much later that I was 
participating in the cusp of a revolution in business acade- 
mics—that McCarthy’s text, along with Kotler’s (1967) a 
few years later, would help alter marketing thought in fun- 
damentally important ways, toward a managerial, decision- 
making focus Among other influences on me during this 
period was another text written at Notre Dame, Edgar 
Crane’s (1965) Marketing Communications Crane was a 
Stanford Ph D in communications who had studied under 
Nathan Maccoby—which thus brought me into contact with 
the Hovland/Yale School communications research tradi- 
tion—and Leon Festinger, who had only recently been 
working on his concepts for cognitive dissonance Crane 
also inserted capsule research study descriptions throughout 
his book, a device that I, as an undergraduate student, found 
marvelously interesting Finally, I should mention Boyd and 
Westfall's (1964) Marketing Research, as the mere fact that 
I knew Harper Boyd's name made me feel more comfortable 
1n choosing Stanford for graduate school, where I was hon- 
огей to get to know this talented man A little later, Jerry 
Zaltman's (1965) early book on consumer behavior, as well 
as Engel, Kollat, and Blackwell's (1968) Consumer Behav- 
tor provided important overall frameworks for my choosing 
this direction for a field of study, and Howard and Sheth’s 
(1969) The Theory of Buyer Behavior provided confidence 
and impetus for undertaking research studies that would fit 
comfortably within a larger marketing context I’m also sure 
that when I undertook to create my own textbook, Consumer 
Behavior, some years later (Wilkie 1986), all these sources 
played a significant role 

In writing this, I deliberately chose to limit the range of 
books mentioned, because I’ve come to recognize the paral- 
lel significance of the people who were involved (including 
two of my current colleagues, Jack Kennedy and Yu 
Furuhashi at Notre Dame, and George Day, Mike Ray, and 
other superb faculty members at Stanford, who had huge 
impacts on me, my thinking, and directions I’ve taken) and 
the larger educational context within which this was taking 
place While a book certainly can have a powerful singular 
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impact, people and contexts also are crucial, a point I want 
to retain through the remainder of this piece 


Now I’m Wondering, Can Weak Eyesight Lead to 
Strong Vision? 


I’ve quite enjoyed reading the previous essays in this series, 
especially when I’ve found points of personal connection I 
hadn’t realized existed For example, Len Berry’s (1998) dis- 
cussion of producing books tapped similar sentiments 1n me, as 
did much of Morris Holbrook's (1998) discourse—my interac- 
tions with Morris over the years have always seemed to tap into 
some worldviews we hold in common One element, though, 
really came as a surprise. Stanley Hollander (1998) mentioned 
ophthalmic problems in later adulthood, and then Morris 
described weak eyesight ın childhood, having specifically to 
undertake corrective eye-strengthening exercises each evening 
using his toothbrush I had this very same problem, though in 
my case the exercises were each morning and evening, using a 
special card that I extended from between my eyes, striving to 
bring the three colored dots progressively into focus I thought 
this an interesting, likely rare coincidence, until I mentioned ıt 
to a coauthor (who refuses to allow me to use her name) who 
volunteered that she too had experienced this as a child І was 
startled by this and mentioned it to Joel Cohen, who said that 
he too had had this childhood condition Now, one attribute I 
see in common within this group 1s exceptional academic 
*vision " Although I* m not ready to claim any causal links yet, 
I do wonder whether thus 1s Just a common childhood malady 
and I had never realized tt or whether there could be some other 
factor at work Maybe we should have a society for weakly 
focused thinkers (we could call it *SWFT") within the field 


^Who Is This Guy Levine?" 


Over the years, certain elements have evolved that I try to 
apply to my teaching, regardless of course level or topic, as 
well as to my research One of these is the acronym SFK, 
which now appears prominently on the first page of each 
syllabus, just below RFM and above ALE No explanation 15 
provided, but there 1s plenty of white space for note-taking 
on the first class day Surprisingly, this does seem to provide 
a useful platform for taking up "search for knowledge" at 
various points in the course (in case you're curious, RFM 
stands for “read for mastery," a goal I try to insist my stu- 
dents work on prior to coming to each class meeting, while 
ALE refers to “affirmative learning environment,’ which I 
now insist must be supported by every student as a condition 
of staying 1n the course Although I was slightly embar- 
rassed at resorting to these acronyms a few years ago, I've 
been surprised at how well they've been received, particu- 
larly by the MBAs who drove me to invoke them in the first 
place!) One point I make with SFK is that at times reading 
a book isn't quite enough, particularly when a person's 
grasp of a field's specialized language isn’t yet developed, 
and that asking questions can also be an excellent means of 
seeking knowledge and clarifying understanding I tell stu- 
dents 1n each class that they need not feel embarrassed—that 
I personally hold the world's record for most embarrassing 
question and that they won't be able to come close to break- 
ing it. By the time I finish telling the story (complete with 
writhing, second-by-second memories of my рат), they are 


loose, laughing, and looking on their hapless professor with 
actual sympathy More important, they're much more com- 
fortable about asking questions I'll share this painful tale 
with you now, in highly abbreviated fashion 

The trouble started about four minutes into my graduate 
school career, 1n a business school seminar on group behav- 
тог, with students from various fields The professor was a 
world-famous psychologist I had taken limited psychology 
courses as an undergraduate and knew my preparation was 
weak I was determined to work hard and learn much The 
professor began the class by recounting great contributions 
to the field —James, then Freud—and all the while my pen- 
cil was moving speedily, taking notes on these gems of wis- 
dom, most of whom were generally familiar to те Then 
the professor moved from Freud to Levine I kept writing 
but was bothered by the realization that I had never heard of 
this great scholar I looked for signals from the professor 
Was this Levine actually prominent? Oh, yes, it was clear 
the professor thought so, probably more than Freud even I 
continued writing, but my thoughts were turning to my per- 
sonal situation “J clearly don’t belong in this course We’re 
four minutes in, and I don't know what we're talking 
about!” І risked a look around My seminar mates were all 
writing but were relaxed, looking cool, maybe even a little 
bored The professor was excited, he obviously loved this 
Levine’s contributions “Maybe I shouldn’t be in the doc- 
toral program Yes, this probably was a huge mistake I 
shouldn't be at Stanford, and 1 shouldn't be after a Ph D” 
I began to consider my options I had a military deferment 
at the tıme, but maybe that would be a better choice “This 
is terrible ? 

I then did something that still amazes me, and I think Її 
did it without a conscious thought In the midst of angst, I 
threw up my hand! This stopped the professor ın mid- 
sentence and directed all eyes 1n the room to me I detected 
mild irritation at my interruption 


Professor Yes? 
Student Um 
Professor What 15 1t you want? 


Student Er Vdon'treally know 
much more irritation ] 


Professor Look, you stopped the class You must want 
something 


Student Well, I just haven't ever heard of Levine before 

Professor Really? Really? Hmm, maybe you don't 
belong in this class 

Student That’s what I was thinking, too 

Professor What's your name? What’s your field? 

Student Wilkie I’m in marketing [At this point I hear tit- 
ters of amusement ] 

Professor Well Mr Wilkie, what’s your question? [I now real- 
1ze I still don’t have one ready ] 

Student Er Who is this guy Levine? [Oh no, I just 
called him “this guy] 

Professor That’s what I was just talking about What do you 
want to know? 

Student Um Er What's his first name? [Oh, great 
question! That should help а lot!] 

Professor Kurt K-u-r-t Levine 


[At this point I detected 


L-e-w-i-n 


Student [The light dawned, the sun began to shine again | 


Kurt Lewin Kurt Lewin! Oh, I've heard of him 
Professor Yes, Americans sometimes mispronounce his name, 


but 1n German the “w” 1s pronounced as a “v” He's 
about given up Can we move on now, Mr Wilkie? 
Yes, sir Thank you [Whew!! That was embarrass- 


ing, but I’m back in the program!) 


Student 


At this point, I was deep red with embarrassment and 
kept my eyes glued to my notebook as I systematically began 
to erase and replace the "Levines" I had written. After a bit, I 
risked a glance at my seminar mates to see 1f I was still the 
center of scornful attention Much to my amazement (and, 
many years later, still to my deepest sense of pleasure), I saw 
that all but one of them was also busily erasing and replacing! 
When I glanced to the professor with puzzlement in my eyes, 
he was looking at me with something that resembled a smile, 
and I think I saw a quick wink (I never have been quite sure) 

So one challenge I see us all facing 1s how to properly 
value and handle the idea of personal ignorance, given our 
high-powered professional setting If we think about it, an 
honest recognition of being 1gnorant ts a real positive for us 
as academics, in that it can stimulate search and discovery 
However, it’s not easy to present this openly to a community 
ready to define it as a limiting weakness 

Within my courses, I try to convey to students that the 
better they are, the more they'll encounter moments of igno- 
rance, as they come to perceive new possibilities and new 
frontiers I call on them to celebrate that wonderful insight 
"One mark of an educated person 15 to know what you don't 
know,” and I invoke the ALE acronym as a course charac- 
teristic to help them As a marketing academic, though, I 
worry that our world doesn't handle this issue very well, and 
І wonder how costly this 15 tn the longer run 


Standing in the Corner: My Most Memorable Job 
Interview 


In another recollection related to this essay series and my 
earlier academic life, I was pleased to discover that Stanley 
Hollander had worked as a research assistant to Reavis Cox 
in preparing Мапе, Grether, and Cox's (1952) Marketing in 
the American Economy Of all the earlier marketing books 
I've read, this has always been by far the most impressive to 
me— sweeping yet analytical and impressively principled 
(When recently preparing our article “Marketing’s Contri- 
butions to Society" (1999) for the special Millenmum Issue 
of Journal of Marketing, Betsy Moore and I began by again 
consulting this very fine piece of work у 

This book also ties into my respect for the continuing 
power of marketing thinkers at Wharton over many years 
This respect was cemented early in my career, when I pre- 
sented a seminar there as part of an interview visit for an 
associate professor position. Perhaps because of my public 
policy topic, there was a large turnout in the seminar room 
Lined up along the right side of the table were the giant 
names of the 1940s, 1950s, and 1960s, including Reavis 
Cox (who was likely an emeritus professor then), while on 
my left side of the table were the giants of the 1970s and 
later years, including Paul Green, Ron Frank, Jerry Wind, 
Tom Robertson, and Scott Ward As I recall, I had barely 
gotten шио my talk when a spark ("Should objective 
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price-quality ratings correlate at 1 00 in our market system, 
and what if they don't?") set off a remarkable academic con- 
flagration that flew back and forth across the large table 
Sharply distinct priorities arose as to the issues, as well as 
obviously strong wills and love of debate and discourse 

I was quite enjoying being a spectator when I realized 
that a faculty position was at stake, and I'd better do 
something to get my talk back on track I thought 1t might 
be humorous to turn off the overhead, leave the table, and 
go lean in the corner, so this 15 what I did However, 
rather than inviting me to resume my talk, the participants 
just glanced at me and then went right back to their dis- 
cussion! I don't recall today how or when I resumed my 
talk I do know that overall I said very little and certainly 
didn't think I'd done well Much to my surprise, a num- 
ber of participants, including Reavis Cox, came up and 
congratulated me on my fine seminar! My dual lessons 
from that day (1) It's really easy to overestimate your 
personal importance 1n an academic setting, and (2) never 
underestumate the value of passion on the part of leading 
contributors to academic thought I can't think of another 
single episode in my career in which this was so 
admirably evident 


On Sustaining Scholarship: The 
Importance of Institutional Initiatives 


[Note Although scholarship 15 essentially а personal 
activity, academics also work within a larger context In 
reflecting on my career, it 1s striking to realize how much 
I was affected by the contexts that enveloped my educa- 
tional enterprise, some of which I was unaware of then 
and some of which I only dimly perceived Гуе now 
come to believe that 1n our academic community, it 15 
crucial that we appreciate the potentials of institutional 
initiatives for advancing scholarship As my space 1s lim- 
ited, І only bnefly point to several examples and list 
books and publications for further pursuit by interested 
readers ] 


Three Exemplary Efforts in Educating Educators 


Lifelong learning brings personal growth and satisfaction 
Directed faculty experiences, moreover, can bring broader 
change My personal nominees for exemplary initiatives in 
faculty development are (1) the Ford Foundation's program 
to alter business education in the United States, (2) the Sloan 
Foundation’s funding for participation in the Stanford— 
Sloan Program, and (3) the Sears-Roebuck Foundation’s 
funding of the Association to Advance Collegiate Schools of 
Business (AACSB) Federal Faculty Fellowship program for 
work in the public policy world of Washington All three 
directly shaped my opportunities and experiences at forma- 
tive periods in my professional life I may simply be 
unaware, but I’ve seen nothing even remotely as impressive 
1n recent years 

Relevant to the Ford Foundation initiative, given my par- 
ents’ instructions, I cannot imagine that I would have opted 
to major in the business school had that new management 
science minor not been available That minor, in turn, was 
directly the result of Jerry McCarthy’s participation ın a spe- 
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cial Ford Foundation program held at Harvard/Massachu- 
setts Institute of Technology (MIT) This math program, 
moreover, was only a part of a much larger Foundation 
effort to bring science into business and ultimately to change 
the research agendas, doctoral educations, and teaching 
approaches of faculty members in US business schools 
The early portion, beginning in 1953, involved supporting 
experiments with changing programs at five selected 
schools Carnegie, then Harvard, then Columbia, then Uni- 
versity of Chicago, then Stanford In the later 1950s, atten- 
tion shifted to “trickle down" dissemination efforts, includ- 
ing Gordon and Howell's (1959) famous report and a large 
series of “new developments" faculty traming seminars, 
held mostly at the chosen five schools during summers, 1n 
which more than 1500 faculty from 300 institutions were 
exposed to suggested changes Of these, the Harvard/MIT 
Institute of Basic Mathematics for Application to Business 
was spectacularly successful Here a select group of promis- 
ing young business professors, including the aforemen- 
tioned Jerry McCarthy of Notre Dame, were tutored deeply 
for a year by mathematics faculty, tor the purpose of return- 
ing to their home universities to infuse this discipline into 
research and teaching (I don't recall all the names of major 
researchers who attended, but I do know that two other par- 
ticipants included Frank Bass and Edgar Pessemier, who 
then went and built the extraordinary marketing doctoral 
enterprise of the 1960s and 1970s at Purdue, and inciden- 
tally provided me with my initial faculty position ) Overall, 
there's no question in my mind that even a casual tracing of 
the later contributions of the participants and their students 
would reveal a huge impact on the course of research in mar- 
keting, including especially the evolution of the Journal of 
Marketing Research and Marketing Science Readers inter- 
ested in learning more about this remarkable Ford Founda- 
tion undertaking will find a useful overview by Schlossman, 
Sedlack, and Wechsler (1987) and an interesting retrospec- 
tive interview with Professor Howell (who taught me in a 
class in the Sloan Program, though I was again unaware of 
his activity ın this sphere at the time) by Schmotter (1984) 

My second nomination goes to Alfred Sloan, the man 
who built General Motors and supported major business edu- 
cation initiatives at MIT and Stanford, and perhaps else- 
where Ву the 1950s, he had become seriously concerned that 
business faculty members had little experience with the per- 
spectives and needs of top management and policymakers 
As one step to help rectify this situation, he endowed six doc- 
toral fellowships for ten years to provide this background 
through participation in the year-long Stanford-Sloan Exec- 
utive Development Program, a sort of "finishing school" 
where firms sent promising executives ready to be moved to 
the top Although I was only 22 years of age, the impact on 
me was major and long-lasting Among the program's rigor- 
ous set of activities were MBA-style business courses, 
biweekly meetings with chiefs of major corporations, а two- 
week field trip to Washington and New York for meetings 
with national leaders, seminars on art, music, and world 
political developments, and golf outings (which were volun- 
tary but, as in the business world, curiously useful) 

Several years later, while an early faculty member at 
Purdue’s Krannert School, I had the opportunity to take a 


leave to participate in the Sears/AACSB program in Wash- 
ington Here, I served as the first in-house consultant on 
marketing research at the Federal Trade Commission's 
(FTC's) Bureau of Consumer Protection, setting off a work- 
ing relationship with this agency that has gone on intermit- 
tently ever since We also participated in a customized pub- 
lic policy seminar sertes run by the Brookings Institute for 
our business faculty group This was similar to the Sloan 
field trip, 1n that we met with national leaders, but it was 
more extensive 1n time, coverage, and attention to policy- 
setting processes The net result of these two experiences 1s 
hard for me to describe, but very strong And though I still 
don't move easily within the corridors of power, I was able 
to see enough of them at formative stages to appreciate (1) 
how they generally operate and (2) that they deserve serious 
attention, study, and input from business academics 


The Pioneer Spirit: Helping New Fields Flourish 


There's little ın academia that can compare with the honest 
excitement felt by people engaged in pioneering efforts to 
advance promising areas of study I’ve been fortunate— 
twice blessed, as it were—to have been present and involved 
in this respect for (1) the consumer behavior area and (2) the 
marketing and public policy area Some of my points, more- 
over, will hold for other areas as well 


Advancing consumer research In consumer behavior, 
one of the key developments was the founding of the Asso- 
ciation for Consumer Research (ACR) (I still picture the 
informal evening meeting on the screened porch of the Lord 
Jeffrey Amherst Inn It was clear that the first ACR confer- 
ence was a smashing success, now where to hold the sec- 
ond? Montreal and Paris were early favorites “Wait, what 
are we trying to do here?" The University of Maryland 
became the choice ) The field grew quickly When I became 
ACR President in 1980, ıt already had well over 1000 mem- 
bers ın some 20 nations, and about two-thirds of all market- 
ing dissertations were being written on consumer behavior 
topics The Journal of Consumer Research was by that point 
also well established It had begun in 1973 as Research in 
Consumer Behavior, with Ron Frank as its first editor. (As 
an aside, I sometimes shake my head at the incredibly heavy 
workload given those of us from marketing on the original 
editorial board. While the entire board was balanced across 
the ten sponsoring fields, almost all submissions came from 
marketing, which led to very uneven assignments!) And the 
annual ACR conference had been healthy from the start 
Thus, within only a few years, the essential infrastructure for 
a field of study—an association with newsletter, a journal, 
and a conference with a proceedings—had been created by 
the consumer behavior pioneers Readers may wish to con- 
sult the reports on the founding of ACR (Kardes and Sujan 
1995, pp 545-63) and Journal of Consumer Research 
(Kardes and Sujan 1995, pp 486-96) in the 25th Anniver- 
sary edition of Advances in Consumer Research 


Pursuing academic excellence “The Florida Expert- 
ment” 


[Note I don’t know of a written source, but this 1s a tale of 
initratrve in scholarship that deserves to be documented in 
the annals of our field ] 


In 2001, I was honored to receive the AMA’s McGraw- 
Hill/Irwin Distinguished Marketing Educator Award and 
was asked in an interview to reflect on the “proudest or most 
memorable achievement over your career” This question 
absolutely stumped me at the time—I don’t think Ра ever 
considered 1t before Having no decent response, I at least 
did something intelligent I asked for a day to think it over 
When I did so, I kept coming back to my decision in 1974 
to join Joel Cohen in going to the University of Florida to try 
to build an “academic center of excellence” for scholarship 
in consumer behavior Joel and I didn't know each other 
extremely well but did share an 1dealistic streak involving 
scholarly pursuits and interests ın both consumer behavior 
and public policy, and we realized that teaming up made a 
lot of sense Joel had also invited Gordon Bechtel, a top- 
flight psychometrician, to join us, and I fondly recall many 
broad-ranging discussions with this gentleman scholar 

I should perhaps note that the Florida decision. wasn't 
costless for me That year there were several attractive Job 
options available, including possibly staying at Harvard, 
returning to Purdue, possibly returning to Stanford (but now 
as a faculty member), and joining the powerful group at Whar- 
ton I vividly recall how even my closest friends were shocked 
at my decision to opt for the “Florida experiment" However, 
as I hope will be clear by the end of this essay, the quest to 
strive for scholarship held a powerful allure for me, and at the 
root of the Florida effort was our belief that it did for many 
other academics as well If so, the chance to pursue fine 
research and help develop a field of study (consumer behav- 
10r) ought to be sufficient to attract top young academics to 
what was already a good faculty at University of Florida. It 
was an exciting time, particularly because we were striving to 
help build the overall field of consumer behavior ın parallel 

Our building process involved an extensive and continu- 
ing search for new faculty members who possessed an elu- 
sive combination of intelligence, deep research training, par- 
adigm fit, conscientiousness, ego strength, teaching ability, 
research passion, and other traits that would someday hope- 
fully translate into powerful and sustained contributions to 
knowledge We were in some respects relentless—we built 
onto the Ph D program by converting some MBA electives 
to joint seminars (the MBA program at the time had few 
marketing majors) and emerged with an 1 1-seminar doctoral 
program that offered breadth, depth, and sophistication in 
research The Florida workshops became increasingly hard- 
hitting explorations into importance of issue as well as 
excellence in theory and methods, plus capacity to engage in 
debate (as I relate later in this essay, these sessions clearly 
emblazoned memories—or scars?—on some candidates) 

I can today find several missteps in our process, but I 
also realize that our original idealism was more than rein- 
forced J think I need only list some of our hires to make this 
point—in those first six or seven years Dipankar 
Chakravarti, John Lynch, Gabe Biehal, Wes Hutchinson, Joe 
Alba, and John Sherry were among those we brought to 
Florida (and into the consumer behavior field) for their first 
marketing faculty positions. Having amassed this array of 
talent, the next phase of the Florida tale then brought addi- 
tional senior marketing talent (Rich Lutz, Alan Sawyer, Bart 
Weitz, and so on) and a broadening of the research focus 
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For me, though, the crucial lesson lies in the beginnings and 
1n the strength of the attraction of a vision of sheer scholar- 
ship to fine young academics In institutional terms, in my 
view, the “Florida experiment" demonstrated clearly that it 
15 not always best for a department (or college) to slavishly 
follow current academic conventions Furthermore, I saw 
how this type of institutional initiative requires that key fac- 
ulty members hold to strong academic values and have 
strong support by administrators who are willing to commit 
to knowledge development in business schools Given 
length constraints, the only other point I'd like to leave with 
readers here ıs that it ıs a shame that Joel Cohen has never 
received the recognition he deserves for fostering and devel- 
oping thus institutional. phenomenon and its now quarter 
century of contributions to thought in consumer behavior 
I've often wondered why 


Participating in public policy. back to exploring "business 
and society" Although macromarketing issues have a long 
history in our field, a parallel set of events to those for соп- 
sumer behavior also occurred around 1970 for the study of 
marketing and public policy, albeit on a smaller scale As 
noted previously, the Sears/AACSB Federal Faculty Fellow- 
ship program enabled me to pursue participation in public pol- 
Icy, as an in-house consultant to the Bureau of Consumer Pro- 
tection at the FTC Given the importance of the policy domain 
for such research, one initiative I’m pleased to have helped 
create (along with Commissioners Mary Gardiner Jones, Mur- 
ray Silverman, and David Gardner) was a set of rotating FTC 
consultancies for visiting marketing academics, who would 
then return to their universities to build on these experiences 
In our case, I recall how pleased and proud I was when Hal 
Kassarjian agreed to be my replacement and Neil Beckwith 
agreed to replace Dave We had found two terrific people to 
carry the program forward During the ensuing years, some 30 
academics participated, leading to dissertations and growth of 
the area After the program died during the deregulatory era of 
the 1980s, several of us teamed with FTC Commissioner 
Andrew Strenio and others to revive it for the 1990s (for an 
interesting overview of this initiative, see Murphy 1990) 

Though still much smaller than consumer behavior, this 
subfield, now broadened as “marketing and society," has 
been flourishing in recent years It now also has a sustaining 
infrastructure consisting of several journals, several associa- 
tions, and several related conferences Rather than delve into 
detail here, let me highly recommend an informative set of 
short retrospectives on the development of this area in the 
Spring 1997 issue of Journal of Public Policy & Marketing 
(Andreasen 1997, Bloom 1997, Greyser 1997, ‘Kinnear 
1997, Mazis 1997, Wilkie 1997), as well as an excellent 
long-term perspective provided by Hollander, Keep, and 
Dickinson (1999) Readers might also benefit from Murphy 
and Wilkie’s (1990) book, which presents history and insti- 
tutional insights from experts on regulation, Handbook of 
Research on Marketing and Society (Bloom and Gundlach 
2001), which offers many research overviews, and Wilkie 
and Moore’s (2002) chapter in The Handbook of Marketing, 
which provides an overview of this area For myself, partic- 
прапоп in these activities has enabled me to return to and 
pursue some of the issues that had first caught my interest as 
a college freshman 
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Magical Moments in Marketing 


On the basis of my experiences, I would also praise three 
mainstream marketing initiatives as notable efforts to create 
and sustain scholarship ın our field (1) the creation of the 
Marketing Science Institute (MSD), (2) the AMA Task Force 
on Developing Marketing Thought, and (3) the recent Special 
Millennium Issue of Journal of Marketing Again, I'll note 
each briefly and advocate that original sources be pursued 
Marketing Science Institute 15 1n many respects our field's 
“think tank”—what a wonderful concept and organization! I 
was privileged to serve as MST's Visiting Research Professor 
for one year (1973—74), followed by a long, cordial, and pro- 
ductive relationship over the ensuing years Although the 
early years, when MSI was first affiliated with Wharton and 
then moved to Harvard, had their ups and downs (see also 
George Fisk's [1999] and Paul Green's [2001] essays in this 
series), the institute was embarking on its long run of success 
under Bob Buzzell and Steve Greyser when I was there My 
purpose here, however, ıs to focus on the concept on which 
MSI ıs founded and the mission it serves, as a bridge between 
the best of the worlds of academia and business Its sponsors 
include some 70 of the most sophisticated national and global 
firms, and its rotating academic leadership has tapped many 
of marketing's most impressive academics It is a place where 
theory and application are each promoted and where all par- 
ties respect the role that knowledge, thought, and research 
can play 1n marketing Paul Bloom's (1986) book provides an 
interesting foray into earlier contributions MSI has made to 
the field, and the MSI Web site (www msi org) offers handy 
1nformation on the roster of current offerings and activities 
Broad efforts to ask who we are and where we're going 
can be highly enriching experiences for a field of study, and 
my other nominations fit this description Several knowledge- 
development task forces have been convened by the AMA— 
multiyear undertakings with a broad mandate to investigate 
the development and dissemination of marketing knowledge 
and with an eye to proposing useful initiatives. I served on the 
latest of these, convened in the mid-1980s by Steve Brown 
and Len Berry of the AMA, with Kent Monroe at its head and 
a motley crew of task force members having disparate back- 
grounds and views It seemed to take a long time to attain a 
group comfort level, but after that point 1t became a terrifi- 
cally rich and productive experience. My only regret for that 
task force 15 that our report was intended as an interim docu- 
ment showing the progress we were making Upon submit- 
ting the report, however, we were thanked and terminated! 
I've always thought that our contributions were limited by 
that action, an unfortunate outcome The report, however, 1s 
itself worthwhile and should be a basic reading for every aca- 
demic in the field, whether he or she agrees or not It appears 
as an article in the October 1988 issue of Journal of Market- 
ing (AMA Task Force 1988), accompanied by invited com- 
mentaries (the previous AMA Task Force report by Myers, 
Massy, and Greyser [1980] is also worth consulting) 
Recently, we have seen another undertaking in the same 
spirit, the Special Millennium Issue of Journal of Market- 
ing, sent out as a fifth issue in late 1999 Underwritten by 
MSI, this effort complemented the traditional knowledge 
production process by (1) posing only a few key questions 
to scholars and inviting short proposals on how they might 


be answered in new ways, (2) giving a positive reception to 
certain proposals, thus encouraging "developmental arti- 
cles" to begin, (3) providing further feedback and encour- 
agement to some of the articles as they were developing, and 
(4) offering the results in a special issue In my case, this 
approach (a staged removal of publication risk, along with 
positive feedback and encouragement) enabled me and my 
coauthor (who was untenured at the time) to take on a large, 
multiyear investigation on marketing's contributions to soci- 
ety (Wilkie and Moore 1999) that I would absolutely never 
have considered doing under typical journal publishing con- 
ditions My purpose in raising this ts to point to the entirely 
affirmative scholarly concept embodied in this journal nı- 
tiative—one that identified key issues and supported 
addressing them through new ventures in scholarship As a 
long-time academic in marketing, I was pleased and 
enthused at being able to participate, and I want to salute 
Bob Lusch (who, as JM editor, pushed for this to happen) 
and Dave Montgomery and George Day (who, as former 
heads of MSI, both elicited its support and served as design- 
ers and editors for the issue) In addition to the Special Issue 
itself, readers may wish to consult Roger Kerin's (1996) 
review of the history of Journal of Marketing and George 
Day's (1996) commentary for background 


Increasing Institutional Impediments: “Four, Three 
... Tell Me, ‘Who Are We?” 


[Note Up to this point, the section has been wonderful to 
write, but I feel compelled to note that not all institutional 
initiatives 1n our field have been constructive for scholar- 
ship, and this situation may be worsening A moment to 
pursue the question of self-identity 1s surely 1п order, but I 
feel the need to approach this topic with stealth, so let’s 
take on the second part of the ше first ] 


I’ve always been interested in sports and grew up with football 
as played in Western Pennsylvania, then at Notre Dame 

“Gritty, grimy, punishing” are terms that come to mind Foot- 
ball on the West Coast, however, though every bit the equal in 
quality, 1s somehow quite different in spirit For example, the 
chant in the title was part of a student offering (possibly only 
at a single game) by a group at Stanford that had won a con- 
test to conduct a cheer It was done to a rhythmic drum beat, 
counting by twos (“One, two, tell me, who are you?" and each 
time, the crowd answered in time to the beat, “Stan-ford! Stan- 
Гога"), up to ten, then back down again (our phrase in the title 
15 thus near the end of the cheer, with the same crowd answer) 

I've never forgotten it Watching the crowd increasingly Join 
in, hearing its force on repetitions, and noting the assurance of 
the simple response, I thought it would be worth sharing, 
because these conditions surely don't pertain to the institution 
of marketing academia today We'd be better off, though, if we 
had a good short answer, and if we agreed on it, and 1f we were 
willing to shout it out Do we, do we, and are we? 

Whatever one’s proclivities here, marketing's status as 
an applied field of study brings with it a number of anom- 
alies within a university setting I hadn't fully appreciated 
how serious this issue 15 becoming, though, until a few years 
ago when I found myself sitting on an invited panel at an 
AMA conference without a very clear picture of my role 
The topic, "Tomorrow's Marketing Professors," had drawn 


an audience lining the walls of the large room My three fel- 
low panelists were noted researchers, in addition, each had 
served as editor of one of our “Big 3” journals, and each had 
served or was currently serving 1n an important administra- 
tive capacity at his or her school Except that the others 
taught at public universities and I taught at a private school, 
I didn't understand what I could add to the session, so I 
offered to go last (when your last name starts with ^W," this 
is a familiar enough position in the scheme of things) As the 
session unfolded, though, I began to see with pristine clarity 
what I wanted to say 

In brief, each speaker stressed the challenges facing 
business education as the turn of the century neared, as well 
as solutions that would require adjustments from faculty 
members in the future These included (1) corporate part- 
nerships with business schools, demanding deliverables in 
the form of value-added research for the business, (2) 
accountability to our constituents, demanding quantitative 
demonstrations of the value of our production, together with 
outside audits to document teaching loads, time spent on 
campus, advising students, and so forth, (3) research fund- 
ing, demanding increased relevance at all stages ("corporate 
sponsors will desire applications and executive education 
programming"), (4) tenure being under increasing review 
and in danger of being abolished (as an aside, a Business- 
Week commentary around that time, titled “Тепиге An Idea 
Whose Time Has Gone,” opened with a vignette of a dean of 
a leading business school reacting to news of several schools 
that were considering abolishing tenure by pumping his arm 
and giving a whooping “holler of joy”, Leonhardt 1996), (5) 
technology driving changes in educational delivery, and (6) 
marketing losing its franchise to other business school areas 

Now, I'll admit that my comments were a bit intemper- 
ate I wish to acknowledge that the other panelists had spo- 
ken the truth These are real and difficult issues Further- 
more, the speakers themselves likely didn’t endorse all these 
changes, such as moves against tenure However, it irked me 
that ın the entire session, as ın outside world discussions of 
these issues, there had been simply no mention of scholar- 
ship at all (fortunately, as all three speakers are accom- 
plished scholars, it was clear that the missing mention of 
scholarship was a property of the issues involved and not of 
any personal shortcomings of theirs, in my view) Moreover, 
it was clear that faculty members were not being pictured as 
having much useful input to either the discussion or future 
decisions as to directions for business education Somehow 
in these discussions, “the faculty" sounds more and more to 
be a group of recalcitrant employees who don't quite get 
it,” rather than highly intelligent, conscientious, and accom- 
plished professionals pursuing the highest goals of the acad- 
emy I went on to say that though the groups mentioned 
surely are "constituencies", this does not and should not 
reduce us faculty members to some secondary role in which 
we are first to be instructed in the new purposes of the mod- 
ern university and then marched out to implement orders 

Му basic position 15 (was) that we faculty are develop- 
ers and disseminators of knowledge We are stewards of uni- 
versities and their roles in society Throughout modern his- 
tory, universities have been beacons of light in troubled 
worlds, serving as fonts from which the future unfolded in 
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terms of science, technology, and significantly liberating 
worldviews, as well as producing an increasingly educated 
populace Within the context of the professional business 
school, the faculty members should be asserting their 
visions for the central themes and thrust of each institution 
and should (in my view) never need to debate being placed 
in subordinate roles as their institution attempts to seize 
change opportunities 

My comments that day were much in the spirit of the 
remarks that the distinguished management educator James 
March (1996) later made to the Stanford business faculty on 
the occasion of his retirement—I wish I had known of them 
at the time I spoke, as I clearly would have been more per- 
suasive March began his talk by characterizing the guiding 
rationale for modern business schools, as with the social sci- 
ences generally, as in the “consequentionalist” tradition 
Here, “action 1s seen as choice, and choice 15 seen as driven 
by anticipations, incentives, and desires” (March 1996, p 
12) While recognizing that this 1s a powerful and useful per- 
spective, March (1996, p 12) also notes that John Stuart 
Mill once described Jeremy Bentham, the father of modern 
consequentionalism, as having “the completeness of a lum- 
ited man" Similarly, March (1996, p 13) points out that 
extending the marketplace metaphor to business schools 
leads to a situation in which 


The problems of business schools are pictured as problems 
of creating educational programs (or public relations activ- 
ittes) that satisfy the wishes of customers and patrons rich 
enough to sustain them But [this] fails to capture the 
fundamental nature of the educational soul А university 
1s only incidentally a market It 1s more essentially a tem- 
ple—a temple dedicated to knowledge and a human spirit 
of inquiry It 1s a place where learning and scholarship are 
revered, not primarily for what they contribute to personal 
or social well-being but for the vision of humanity that 
they symbolize, sustain, and passon In order to sustain 
the temple of education, we probably need to rescue it 
from those deans, donors, faculty, and students who 
respond to incentives and calculate consequences and 
restore 1t to those who respond to senses of themselves and 
their callings 


As a final comment on that AMA conference session 
(interested readers can find a fuller report by Leigh and 
Mowen [1996]), it was interesting to monitor the audience 
reactions as I was speaking Y would estimate that only one- 
fifth to one-quarter of the people were providing affirmative 
signals, while a very few were demonstrably negative Most 
people gave no overt reactions either way I’m therefore not 
at all sure where most marketing academics stand on these 
central issues for our field, but I sense that my positions аге 
not theirs At a personal level, this is quite all right. I was 
very pleased that day to be given a chance to speak for 
myself and on behalf of at least a significant—if minority— 
portion of that audience At an aggregate level, however, I 
think ıt ıs crucial that we not allow ourselves to be dimin- 
ished, and I do fear that this 1s what has been happening On 
further reading, I particularly liked J Scott Armstrong’s 
(1995) book review on a report on MBA education, did not 
favor Ernst & Young's (1995) report on change 1n business 
education, and have found Trieschmann and colleagues 
(2000) and Zimmerman (2001) to be enlightening I don't 


148 / Journal of Marketing, July 2002 


want my concerns to go on at length, so I will merely high- 
light two other themes that are intertwined with the various 
issues noted here I think they deserve special mention 
because there are signs that they have not been handled suf- 
ficiently at this point and may well be threats in the future 
Some journal reviewers seem to be out of control, are 
damaging scholarship, and may even be driving "the gentler 
people” out of research This is simply not journal review- 
ers’ role In making this point, let me stress that this 1s nei- 
ther a complaint based on personal outcomes nor one 
directed at journal editors, all of whom I have found to be 
quite sensitive to this issue It 1s the case, however, that in 
many of my papers (for years now) and 1n numerous cases 
of colleagues who have shown me their review interchanges, 
at least one reviewer is taking on a role that can be perceived 
as threatening free thought, free expression, choices of con- 
cepts, approaches, and methods, and other foundations of 
scholarship Even if unintentional, this 1ssue needs to be 
pursued because of its destructive impacts on core academic 
motivations and behaviors To illustrate (and this 15 by no 
means one of the worst cases, 1n that the review was quite 
competent and not mean), for one of my papers a (major 
Journal) reviewer recommended "revise and resubmit" but 
insisted that the paper be entirely altered in style, and ће or 
she opened the comments by saying, “If you want to have a 
paper accepted in (major Journal) you need to " Now, it 
happened that I had been on the editorial board of this јошг- 
nal for about ten years, had given hundreds of hours of effort 
to reviews, and wasn't about to accept that kind of feedback 
except from the editor, who did apologize for 1t (but did not 
retract his cover letter's conclusion that the paper in its pre- 
sent form did not constitute a contribution to knowledge, 
when my belief was that it clearly did) Later, each time I 
opened that folder to modify the paper ın accord with other 
feedback, I'd find myself so offended that I would just close 
it again Finally, I resigned from that journal's editorial 
board and withdrew the paper The entire episode struck me 
as so wrong that I never did submit the paper to another 
journal, though I personally view it to be among my best 
pieces of work and a terrific offering by Peter Dickson, my 
coauthor on it, on whose dissertation 1t was based (we had 
struck a prior agreement on who would do what with the 
database), who was still untenured at the time, and whose 
career could have suffered because of my intransigence 
Fortunately, ıt did appear ın MSI’s Working Paper series, 
was sought out and reprinted by Hal Kassarjian and Tom 
Robertson as the lead article 1n their consumer behavior 
readings book (they commented that they especially liked its 
reader-friendly style!), was used as a key basis for a model 
by Glen Urban and John Hauser in their book, and over the 
years has been fairly frequently cited, particularly within the 
maiketing science community I point this out not so much 
to vindicate my position (had we revised, I believe that the 
paper would have appeared) but to point to the sharp con- 
trast with the review team's initial summary judgment, 
which was that 1n this form the paper did not constitute “а 
contribution to knowledge " To underscore my point, I don't 
really think there was a villain in this tale (I believe there are 
in some other ones I’ve seen and heard), and Peter and I 
have survived just fine, but it must be obvious that such 


efforts to dictate too strongly the directions of research 
trade-offs impinge on freedom of thought, suppress initia- 
tives, and likely damage scholarship in the long run 

Although damage in this case may have been minimal 
(and, some may argue, even self-inflicted), there 1s also the 
matter of the accumulation of such experiences and what toll 
this takes on the field In this longer-term sense, it 1s espe- 
cially painful to talk with a few of my former students and 
many others I met as young, aspiring scholars in the field, 
who are now out of academia, or virtually so, embittered at 
their experiences and at dealing with the 1mpacts of these 
blows to Фет youthful enthusiasm and self-confidence 
Peoples' personalities до differ—some people will fight 
back and stick with the battle until the work gets 1n, but oth- 
ers will not, and 1'5 not really evident to me that they aren't 
equal in scholarship potential This isn't, moreover, some- 
thing that “someone else” 1s doing to us We're doing 1t to 
ourselves As to readings, three useful works I've found are 
Holbrook's (1986), the AMA Task Force Report (1988), and 
John Lynch's ACR Presidential Address (1998), in which he 
warns against reviewers’ “hijacking” of papers 


We need to consider that knowledge does not simply 
accumulate over tune but can be effectively lost from a field 
of study uf it ts not transmitted across generations of acade- 
mics This insight extends across several issues, so I merely 
want to raise 1t to stimulate further thinking Some people 
are concerned, for example, that the “marketing main- 
stream” 1s disappearing as specialization leads to fragmenta- 
tion (a striking visual has been available recently by observ- 
ing the hotel check-out \ines for the Society for Consumer 
Psychology meetings just prior to or in parallel with the 
hotel check-in lines for the AMA Winter Educators’ Confer- 
ence) Some academics are concerned about incursions from 
other fields into marketing’s previous domains (e g , Reib- 
stein 2001), whereas others note major issues for doctoral 
program design (e g , Wilkie 1997, Wilkie and Moore 1997) 
In any event, this 1s a central issue for marketing scholarship 
and needs to be seriously addressed by the college of 
thinkers in the field 

In closing this section, permit me a brief editorial com- 
ment In looking across the positive initiatives I’ve listed, 1t 
strikes me how broad, important, and very impressive they 
are and what a wonderful opportunity it has been for me to 
variously observe, participate, and/or benefit from them As 
1ndicated in the final entry, the challenge has now shifted to 
current thinkers in our field —and in business academia 
overall—to create bold new initiatives that will best stimu- 
late, direct, support, and sustain our field's scholarship in the 
future 


On Striving for Scholarship: 
Personal Dimensions 
In closing, I'd like to just briefly address some special personal 
aspects of our lives as thinkers about the field of marketing 
Because straightforward discussion of some issues might be 
perceived as trite, Ill continue with musings at times 


Inspiration, Aspiration, Dedication 


Terry Clark’s invitation to undertake this essay has allowed 
me to raise certain issues to conscrousness, and for this I am 
most appreciative Up to this point, I've stayed largely 
within the province of business and marketing academia, but 
I think that many of us actually feel a broadened heritage 
and linkage to the university and 15 community of scholars 
Some of my warmest memories are 1nvolved with campus 
walks and visits For example, although I never attended 
there and only briefly taught there, I've always felt a singu- 
lar level of respect for Harvard, the university I used to visit 
Boston often and would typically arise early in the must, 
make my way along the river, through the Square, and into 
Harvard Yard, where I would feel a peculiar sense of com- 
fort or belonging Sometimes I'd wander aimlessly, observ- 
ing others, and sometimes I'd imagine footsteps of seekers 
after knowledge 1n earlier generations. What an honor, and 
what a pleasure, to be able to search for knowledge 

I can see that I'm going to need to cut this off quickly, so 
let me briefly mention a few [tterature sources in this zone that 
I've enjoyed over the years In pursuit of scholarship, tt can be 
easy to lose perspective (I may have already amply demon- 
strated this'), but I’ve found that even a brief consideration of 
the breadth and depth of what ıs already known ın the world 
brings a bucket of humility to swamp any false pride in this 
sphere (see, e g , Wilkie 1981) For example, all we need do 
15 briefly reflect on what we personally know about five great 
disciplines of the mind and their implications for our work 


«Mathematics enables us to comprehend space and time and 15 
a key to the natural and material sciences 


*Language enables us to add human reason and communicate 
and transmit knowledge 

*History 1s our repository of knowledge and requires language 
for its basic materials 

*Logic introduces the principles of reasomng and uses lan- 
guage to arrive at new facts and knowledge 


*Philosophy transcends narrow principles to consider norms 
and ideals for human existence 


Beyond these, the aesthetic areas of art, music, and literature 
offer further opportunities for appreciative humility 

Back when I was first wondering what it might be like to 
try to pursue a scholarly life, I read two books that offered 
me inspiration and whose messages have stayed with me 
One, The Cultivated Mind by Edward Hodnet (1963), рго- 
posed three distinguishing properties 


*The cultivated mind 15 conceptual lt seeks understanding, 
desires to know, and is willing to speculate 

*The cultivated mind is discriminating It ıs sensitive to value 
and 15 willing to distinguish and differentiate 

*The cultivated mind ts humane It regularly moves beyond an 
obsession with self and the press of daily affairs. It is thus capa- 
ble of a serious concern with the nature of human extstence 


Congenial views to these are also provided 1n a book by 
Columbia's University Professor, Jacques Barzun, titled 
(1959) The House of Intellect On reflection, one element I 
find to have been diminished in today's business academic 
environment 15 an appreciation for the central role of the acad- 
emy In that regard, Barzun is certainly refreshing, if hard-line 
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These considerations make only more imperative the safe- 
guard of the master virtues of intellect They are, once 
agam concentration, continuity, articulate precision, and 
self-awareness Intellect needs the congregation of talents 
spurring one another to high achievements by the right 
degree of proximity and discourse, ıt needs the language 
and the conversation that maintain its unity like a benefi- 
cent air, 1t needs precision to dispel the blinding fogs of 
folly or stupidity, 1t needs self-awareness to enjoy 115 own 
sport and keep itself from vainglory 


Finally, I have found James March’s retirement comments 
particularly inspiring, 1n part because he also attempted to 
carry out his scholarly calling within the context of a high- 
powered professional business school Recalling my previ- 
ous description of his position, he offers a contrast to the 
consequentialist tradition—one not found much in business 
schools, but one to be considered It is based on a motivation 
to “fulfill the obligations of personal and social identities 
and senses of self” Reflecting this driving force are those 
*who support and pursue knowledge and learning because 
they represent a proper life, who read books not because 
they are relevant to their jobs but because they are not, who 
do research not in order to secure their reputations Or 
improve the world but in order to honor scholarship" (March 
1996, p 13) 


Responsibility and Radio Ratings: Is a Zero 
Possible? 


А few years ago, I was scanning the newspaper when a real- 
ization struck with stunning impact A brief report on local 
radio ratings sweeps contained odd language on the last- 
place entry, an AM “oldies” outlet Although the story didn't 
say 1t outright, my inference was that the consumer survey 
might have registered that no one was listening to this sta- 
ton Now, we all know this 1s a possible survey outcome, 
but when you think about it, what does it really mean? I 
began to think about this | 


Could there be times when no single human being 15 115- 
tening to this station? Are there times when no radio on 
earth 1s receiving its signal, when not even a single 
household pet 1s hearing its messages? And worse, as the 
survey suggests, could this be a regular event? Is ıt even 
possible that no living creature outside the station ever 
listens to it? 


The implications ћи me like a bombshell — visions of a 
robotic transmitter beaming out signals across a totally inat- 
tentive Indiana landscape—the finest efforts of Elvis, the 
Supremes, the Beatles, Elton, ог Whitney— voices and 
rhythms trapped in invisible, unheard radio waves I began 
to picture these waves, a continual stream, over towns and 
across fields, drifting determinedly into nothingness The 
marketing analogue of the philosophical stopper ("Imagine 
that a tree falls ın a forest ”) had in fact arrived, and right 
here in South Bend, no less 

Several cogent managerial questions did come to mind 
Is it feasible for a ratings firm to report a zero rating? If not, 
what does get reported, and is this fair? What does a zero 
result mean? For the advertisers, what will their thoughts be 
when they read these findings? What would mine be? For 
the station's executives and on-air talent, I felt only sympa- 
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thy What a total shock And for the station’s sales team, talk 
about a credibility gap"! 

Then I began to think about our own field Do we face a 
parallel situation? Are there any articles out there that are 
going entirely unread? Are there valuable insights or findings 
being sent out but not being perceived by others in the field? 
How many of us are so busy teaching, producing research, and 
performing other tasks that we're not learning much else?? 
Most of us chose this field because we wanted to learn, to 
grow, to understand Given this worthy early motivation, 105 
reasonable to ask which signals out there we're allowing to go 
regularly unreceived because our personal "radios" are shut off 
or tuned elsewhere And what is the real cost of this for each of 
us as an individual scholar? What about the cost to knowledge 
development in the field? Interesting issues to ponder 


“They’ve Got the Spirit!” 


I'd like to end this essay on a few high notes One 15 to com- 
ment most favorably on the many opportunities I’ve had to 
benefit from, witness, or reflect on the finer attributes of a 
large number of fellow marketing academics As just a small 
nod in this regard, I'd like to refer briefly back to the Levine 
tale, ın which I mentioned that our public handling of gaps in 
knowledge can be a problem In this regard, several memo- 
rable cases in which young marketing academics have han- 
died this 1n impressive ways come to mind For example, as 
noted previously, in my early years at Florida, the recruiting 
workshops sometimes became highly intense (and perhaps 
overly so) On one such occasion, a job candidate was 
stumped by a faculty query into the true essentials of a con- 
struct versus how 1t was being employed After two bluffs that 
didn't fly, the candidate stepped back and simply acknowl- 
edged not having ever thought about this issue before Not 
impressive ın itself, but what the candidate did about it was— 
the next year a major conference paper appeared on this exact 
issue, in which it was addressed very well Or the time when 
a talented candidate from a top program finished the job inter- 
view with “So that’s what I’m doing However, I’ve been told 
that there’s a lot I still don’t know about this area and that 
your group (the Florida faculty) would be able to point me in 
the right direction What would you recommend I do now?" 
Or just recently, when a former job candidate sat down 
across from me at a Doctoral Consortium dinner and said 
“When I interviewed at Florida you asked me a question I 
couldn't answer I’ve thought about it a lot, and now I have 





!What happened, you ask? No public comment ensued The sta- 
tion shifted its format, adding a quite scatalogical syndicated morn- 
ing show among the changes This content shift obviously attracted 
some new listeners. Angry letters to the editor began to appear 
from offended citizens, demanding to know (1) why such tasteless 
material was allowed on the public airwaves and (2) why this sta- 
tion's upstanding ownership (a religious organization) would ever 
choose to give it air time. Weren't they listening to their own out- 
let? Station management then issued a public apology and 
announced it was canceling the new show immediately, 1n midcon- 
tract, no less As a final irony, soon thereafter a leading FM outlet 
began trumpeting that it would rescue South Bend by offering this 
popular fare each morning, and it has, ever since 

2This 1s an issue we raised in the 1988 AMA Task Force Report 
on knowledge development 


the answer" My (shocked) response "Wasn't that [quickly 
calculating] ^ almost 20 years ago?" “Yes, but it’s still a 
good question, and now I have a good answer" My clever 
riposte “Well, now I don't want to hear it!" I got the answer 
anyway (By the way, although I can't name names, all three 
of these people would be instantly recognizable as leading 
researchers 1n the field today, and I think their honesty and 
drive 1n handling these situations were both impressive and 
instructive ) Still, given that it 15 frequently our role to com- 
municate new knowledge, projecting confidence and com- 
petence, it's hard to balance this against the natural humility 
stemmung from ignorance Yet I do believe that this 1s a won- 
derful element of the academic life—the acceptance, even 
celebration, of a lack of knowledge and its stimulating 1mpe- 
tus on a search for further understanding Beyond our free- 
dom to speculate, this may even be its finest attribute! 


A Closing Comment: On Marketing as a Field of 
Study 


Several friends who have read this essay suggested that an 
appropriate ending would be to reproduce a recent quotation 
in which I tried to summarize my view of marketing into a 
succinct sound bite (Marketing News 2001, р 30) On 
reflection I like this idea, not so much as a measure of the 
quotation itself but because tt does capture a genuine view 
that I've always held of this field, that I believe many of us 
share, and that underpins my optimistic view of the pursuit 
of scholarship in this area 


This may sound odd, but from my earliest days as a stu- 
dent I've seen Marketing as a wonderfully complex and 
1mportant field "There hasn't been a time for me when it 
wasn't presenting interesting challenges and paradoxes 
For example, it relates and reflects many more basic disci- 
plines 1n a university, yet ıt does so ın a manner where “the 
bottom line” counts It can be quantitative, but it's also 
always qualitative. It can be very high-tech, but almost 
always also involves people and their limitations It can 
involve duplicitous behaviors, but also can bring wonder to 
and improvements in peoples’ daily lives. І often look back 
and feel fortunate to have chosen to bein Marketing I've 
certainly never regretted my choice for a minute 
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Getting Published: 
Reflections of an Old Editor 


y time as editor has been a dynamic period for the 
M marketing community It has witnessed the matur- 
ing of information technology, the Internet boom 
and bust, and the collapse of some of the most widely rec- 
ognized and trusted of brands, including Andersen, Sun- 
beam, Oldsmobile, and Firestone Even such seemingly 
powerful brands as Disney, McDonald's, AT&T, and Coca- 
Cola have struggled At the same time, the attention of the 
popular business press and the public at large has become 
increasingly focused on markets and marketing practices 
Issues of intellectual property, consumer privacy, and fair 
business practices have become part of the daily business 
headlines The celebrity attorney has been replaced by the 
celebrity chief executive officer The locus of economic 
growth and new organizational forms has increasingly 
shifted westward from Europe, the East Coast, and the Mid- 
west to the West Coast and Asia The only exception to these 
broad shifts appears to be Japan, once feared as an economic 
powerhouse and now reduced to a troubled economy 
Change 15 evitable and 15 what sustains the need for 
research and scholarship Paradigms, assumptions, and even 
"facts" that dominate thought and practice at one point give 
way to new facts and modes of thought In my editorial 
statement at the beginning of my term as editor. (Stewart 
1999), I discussed the role of Journal of Marketing (JM) as 
a tangible artifact of an intellectual community This intel- 
lectual community 1s very much alive and responsive to 
change It is again time for a change in the stewardship of the 
Journal This change will, no doubt, bring new energy, new 
perspectives, and new directions to the Journal However, 
editors merely manage in a modest way the real changes that 
occur ın the intellectual discipline Most of the articles to be 
published by the new editor during her first year are already 
written and in the review process The problems and topics 
on which scholars within marketing’s intellectual community 
are working and will work reflect the broader soctal and eco- 
nomic environment of which marketing is a part An editor 
has little, 1f any, influence on this environment However, an 
editor plays an especially important role in ensuring that the 
scholarship that derives from response to change 1s captured 
and published on a timely basis 
I discuss three things 1n my last editorial as editor First, 
Idescribe the changes that have occurred in the Journal over 
the past three years These changes suggest a great deal 
about the nature of the changes in markets and marketing 
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practices that have taken place Second, I share my perspec- 
tive as an editor on what 15 most likely to be valuable to the 
discipline and find its way into the pages of the Journal This 
will be a brief treatise on how to get published Third, I 
acknowledge the contributions of the many people who have 
contributed to the Journal’s success 


What We Have Done Together 


The marketing discipline has changed in fundamental ways 
1n recent years The contents of JM reflect that change The 
community of which the Journal 1s a part broadened its 
focus in recent years This broadened focus is reflected in 
the content of the Journal In preparing for my role as editor, 
I did a coarse and subjective analysis of the content of JM 
from 1996 to 1998 I repeated this content analysis for the 
articles published during my tenure as editor from the begin- 
ning of 2000 to the end of 2002 Table 1 provides a summary 
of these two analyses Although these analyses are crude and 
certainly miss important nuances, a comparison of the two 
analyses is nonetheless revealing 

A particularly striking finding ın this comparison 1s what 
1s not present The Internet bubble 1s barely visible in the 
content of the Journal I believe this says something positive 
about the Journal and its review process, as well as the field 
of marketing In a journal devoted to the identification of 
generalizable market and business phenomena, there 15 no 
place for fads This does not mean that JM has ignored the 
Internet, e-commerce, and the information revolution Quite 
the contrary 15 the case However, much of what has been 
published 1n the Journal about the Internet and e-commerce 
has not focused on the venue as the rationale for the contri- 
bution Rather, the focus has been on more fundamental 
market phenomena and business practices The Internet and 
e-commerce are merely components of these larger phe- 
nomena and practices 

As 1s now obvious to almost everyone, the Internet and 
e-commerce are important because they can substantially 
reduce transaction costs in the value delivery systems that 
serve some markets, and they can selectively create markets 
that were not economically viable because geographic dis- 
persion made search for and transactions within them unat- 
tractive to both buyers and sellers However, it 1s not clear 
that the Internet created much incremental demand All of 
this means that the real benefits of the Internet and e- 
commerce are related to the well-known and even mundane 
practice of taking marketing share from competitors through 
reduced costs or superior quality or service. Some market- 
ing scholars were making these points even at the peak of 
the Internet frenzy 
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TABLE 1 
Comparative Content of Articles in JM 





Articles Published 1996-98 


Articles Published 2000—2002 





Advertising and promotion (16) 

Market orientation and organizational design (8) 
Personal selling and sales management (8) 
Product development and management (7) 
Channels of distribution (5) 

Marketing strategy (5) 

Customer satisfaction (4) 

Relationship marketing (4) 

Pricing (4) 

Services marketing (4) 

History and philosophy of marketing (3) 
Knowledge management and decision support systems (3) 
Social influence (3) 

Public policy and regulation (3) 

Marketing research and demand forecasting (2) 
Internet marketing and interactive shopping (2) 
Retailing (2) 

Packaging (1) 

Buyer behavior (1) 


Relationship marketing (10) 

Advertising and promotion (10) 

Marketing strategy (8) 

Services marketing (8) 

Product development and management (8) 

Personal selling and sales management (5) 

Organizational design and performance (5) 

Critical analysis/interpretive analysis of marketing 
phenomena (4) 

Retailing (3) 

Value of customers (3) 

Brands and branding (2) 

Buyer behavior (2) 

Quality (2) 





It is important for the most influential journals in a field 
to remain above the hype and faddishness that often charac- 
terize the popular business press and many consulting prac- 
tices The credibility of the Journal and the discipline rests 
on the ability to distinguish the important general phenom- 
ena from the trivial 

With a modest bit of interpretation, Table 1 demonstrates 
that the focus of the field of marketing has been changing 
over time Relationship marketing has become а more 
prominent part of JM’s content Similarly, work on the 
unique characteristics of services marketing has increased 
Indeed, there is a strong link between relationship building 
and much of what is done in the design and delivery of 
services Work that once focused exclusively on channels 
of distribution has largely been replaced with work that 
focuses on broader strategic issues of design of value deliv- 
ery systems and interorganizational governance Business- 
to-business marketing has similarly been subsumed within 
broader frameworks for conceptualizing value delivery sys- 
tems that are ultimately driven by end-user consumers (at 
least in developed markets) 

Focus on customer satisfaction appears to have been 
replaced by a greater focus on the value of the customer 
Time and practice have shown that a satisfied customer 15 
not always a profitable customer, and unsatisfied customers 
are often cost sinks that the firm would do better 1gnoring 
than trying to serve Pricing is an essential component of the 
value equation, but in the past several years it has been more 
closely linked to such topics as the design of value delivery 
systems, branding, and relationship building 

The marketing mix remains alive and well in the content 
of JM Product design, branding, advertising and promotion, 
personnel selling and sales management, and retailing all 
continue to be well represented in the pages of the Journal 
Close examination of the content of articles on these topics 
reveals changes in the broader environment Thus, the mar- 
kets and industries in which data are obtained tend to reflect 
growth sectors such as services and high technology 
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Some changes in the Journal are not so visible from a 
cursory examination of its content. The Journal has become 
more international However, ıt has become more interna- 
tional by virtue of its authors rather than because of a spe- 
cific focus on the unique characteristics of international 
markets Almost one-third of the articles published during 
the past three years have had at least one author who was 
affiliated with an institution outside the United States The 
source of data for empirical studies has also increasingly 
been from non-U S settings These particular changes do 
not mean that the Journal has published more "international 
marketing” articles Quite the contrary 15 the case, few artı- 
cles are published simply because they are international 
Rather, the international composition of published authors 
and the international sourcing of empirical data mean that 
the community of scholars has expanded and work is now 
being carried out that 15 even more likely to be generalizable 
across geopolitical and cultural boundaries 

One important characteristic. of the Journal has not 
changed over time The Journal of Marketing continues to 
welcome the broadest possible array of methodological 
tools for describing and explaining market and marketing 
phenomena Data and empirical results obtained through 
qualitative methods, interpretive research, model building, 
experiments, surveys, and analysis of archival records are to 
be found in the pages of the Journal This eclectic mixture 
of data and research methods 1s indicative of a journal that 
1s driven by theory and substantive problems rather than 
method This 1s a healthy characteristic and suggests an 
intellectual vitality in the discipline 

The changing character of JM's content and the eclectic 
mix of methods found in it suggest that there 1s no easy for- 
mula for describing articles that are published in the Journal 
Given that JM's mission is to publish the best work in the 
discipline, it should not be surprising that there is no simple 
formula for publication Indeed, if ever such a cookie-cutter 
approach were to describe the Journal, it would suggest that 
JM has lost its way and inevitably will lose из influence 


The Journal of Marketing continues to be among the most 
frequently cited journals in all the social sciences precisely 
because 1t publishes articles that make unique contributions 

Although there 1s no simple formula for publication in 
JM, articles that are published share some important charac- 
teristics These characteristics may not be so obvious to the 
reader or author, but they tend to emerge in the course of an 
editor's work 1n processing more than a thousand manu- 
scripts There are only a few basic reasons papers аге 
accepted or rejected, though the precise ways these reasons 
manifest themselves in specific papers are legion So what 
are the keys to success? 


Getting Published 


Know the Journal 


The first step 1n publishing in JM is developing an under- 
standing of the role of the Journal, which publishes only 
about 10% of the manuscripts that are submitted to ıt It pub- 
lishes the best work in the entire field of marketing, it seeks 
articles that make broad contributions to the field As a 
result, an otherwise very good paper in a narrow area may 
not be acceptable for publication in JM This does not mean 
that the paper 15 poor, rather, it means that the paper does not 
make enough of a general contribution to the marketing dis- 
cipline to warrant its selection over other papers The best 
papers on advertising compete for space against the best 
papers on channels of distribution These papers, in turn, 
compete for space against the best papers in every other area 
of marketing A remarkably large percentage of the papers 
submitted to JM, including those that are eventually pub- 
lished, do a poor job of describing the incremental contribu- 
tion of the paper Therefore, a good place for authors to 
begin when considering publication ın the Journal 1s to 
focus on the nature of the contribution of the paper 

Although it 1s a good practice to review past issues of JM 
for form and content, examination of past issues 15 not the 
best guide to the incremental contribution of a paper Past 
Issues can indicate what is already known 1n an area and 
therefore serve as a benchmark for assessing a paper's contri- 
bution However, just because a topic has been addressed 
often in prior literature 15 no guarantee that a paper on the 
same topic will be publishable Areas of inquiry mature over 
time, and research on a given topic tends to become less incre- 
mental and less interesting The thirty-third paper on a topic 
15 simply not as useful or interesting as the first paper Simi- 
larly, just because something was done in a previously pub- 
lished article 15 not, in and of itself, justification for a practice 
Sloppy methodology or an incomplete model may be over- 
looked in the first article on a topic (because the topic has not 
been previously explored), but it 1s unlikely to be acceptable 
in subsequent work (because the earlier flaws in need of cor- 
rection should now be obvious from the prior work) 

It 15 also 1mportant to recognize that JM's mission 15 to 
publish substantive contributions to the marketing disci- 
pline The Journal seeks papers that make conceptual, theo- 
retical, or empirical contributions, it does not publish papers 
in which the primary contribution 1s methodological, mea- 
surement related, or modeling ortented The Journal pub- 
lishes articles that make a substantive contribution and make 


secondary contributions to methods, measures, or modeling 
Indeed, such secondary contributions can increase the over- 
all contribution of a paper and sometimes make the differ- 
ence in whether a paper is published or rejected Such 
methodological contributions are not substitutes for sub- 
stantive contributions, however 

Another important characteristic of JM 15 related to its 
readership The Journal of Marketing has the largest circula- 
tion of any academic marketing journal The vast majority of 
из subscribers are not academics The content of the Journal 
must be accessible to these readers It is also 1mportant to rec- 
ognize that as a general marketing journal, JM is read by aca- 
demics who are not specialists 1n a given area of marketing 
This means that even well-published academic readers may 
not be familiar with the unique Jargon or specialized research 
methods employed in a given paper For this reason, JM 
places a high premium on the readability of papers. Many 
papers are rejected simply because they are inaccessible to the 
reader (usually by reviewers who are more knowledgeable 
than the typical JM reader about the topic) Authors occa- 
sionally complain that reviewers did not seem to understand 
or were not well versed in an area with which a paper deals 
In most cases, this lack of understanding ts not the fault of the 
reviewers Rather, tt was not the reviewer who failed to under- 
stand but the author who failed to communicate Most authors 
are too close to their work to know whether they are actually 
communicating A good copy editor, who 1s always available 
at a price, can work wonders with otherwise obtuse prose 
Presenting a paper or having others read it can also uncover a 
host of 1ncomprehensible passages of text that seem crystal 
clear to the author and typographical errors that obscure the 
intended meaning of a statement 

Knowing the journal to which you are submitting 15 an 
essential first step 1n publishing The Journal of Marketing 
has unique characteristics, and prospective authors should 
be aware of these A lack of familiarity with the Journal 15 
often all too obvious I have had papers forwarded to me by 
past editors (some of whom have not been editors for ten 
years), I have received papers that identify the Journal by the 
wrong name, I have received papers in which the cover let- 
ter clearly identifies the topic of the paper as inappropriate 
for JM, and I have received papers so filled with typos or 
poor language that I could not send them out for review. 


Increasing the Odds of Rejection 


The most common reason that JM rejects a paper is that it 
lacks a sufficient incremental contribution I learned early in 
my tenure as editor that this explanation for reyecting a paper 
1s especially disconcerting to authors Such a rationale 1s based 
on a subjective judgment (though informed by the opinions of 
reviewers) It 1s also difficult to tell an author exactly what 
must be done to improve the contribution of a paper Some- 
times the methodology in an empirical study 1s so flawed that 
the contribution could be improved only by redesigning the 
study More often, there 1s nothing wrong with the methodol- 
ogy, the tssue addressed 15 Just not very important 

There are things a prospective author can do to improve 
the likelihood that a paper will make a sufficient incremental 
contribution There are also types of papers that are more 
likely to be found wanting with respect to incremental contri- 
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bution The best approach to making an important incremen- 
tal contribution 15 to do something interesting Whether some- 
thing 1s interesting or not 1s an empirical question So share 
your idea with others, ask 1f something to which you аге con- 
sidering devoting time and resources 1s interesting to others 
You might still wish to work on the idea even if others do not 
find it interesting, but be aware that such ideas have a low 
probability of being published Read the relevant literature 
and cite it It 15 unlikely that you are the first to examine a par- 
ticular issue or problem You may be the first to examine a 
particular dimension of the problem or issue, but you need to 
articulate clearly what your paper adds or what gaps t fills 
This 15 another area in which authors often complain that 
reviewers do not understand or have not paid attention to in 
their papers What usually happens 1s that key literature 1s 
ignored and а paper's contribution 1s framed in terms far too 
general Interesting may compensate (to a degree) for con- 
ceptual ог methodological sloppiness, but it 1s better to offer a 
sound conceptual and methodological approach that suggests 
acquaintance with previous work in the same area 

There are types of papers that have a particularly diffi- 
cult time meeting the necessary hurdle for incremental con- 
tribution This does not mean that such papers are never 
published, but they carry an especially heavy burden for 
demonstrating the significance of their contribution, espe- 
cially in a journal like JM Venue is seldom a sufficient 
rationale for publishing a paper Just because a particular 
phenomenon has not been examined in a particular venue 
(such as a specific industry or country) is not a good reason 
to do a study This is the problem with much of the research 
in an international or Internet context For example, it 15 
unclear why consumer decision making should necessarily 
be different in Malaysia If ıt 1s not found to be different, 
investigation of the topic has a “so what?" quality If it ıs 
found to be different, finding a difference alone is insuffi- 
cient without an explanation for the difference Unfortu- 
nately, all too often the real reason for any obtained differ- 
ence 1s trivial (consumers in Malaysia are not as familiar 
with the stimulus brands as consumers in the United States, 
the required translation of the questionnaire produced dif- 
ferences in the meaning of the questions compared with the 
original instrument) Similarly, trust and reputation are 
important 1n many markets Why would и be assumed that 
there is any difference in an Internet context? Venue-driven 
research bears the burden of making the case that venue 
should matter for some 1mportant reason and then demon- 
strating that the expected difference is present for the reason 
posited This is a high hurdle 

Replications are not compelling for similar reasons A 
replication that works has a “so what?” character A replica- 
tion that does not work raises questions about why Replica- 
tions may Гап for many reasons, and most of these reasons 
are not interesting A replication may fail because a differ- 
ent measure was used, a manipulation failed, or the sample 
was inappropriate A failure to replicate bears the burden of 
explanation Such failures can be important for the estab- 
lishment of the boundary conditions of phenomena, but this 
too ıs a high hurdle 

A variation of replication 15 the addition of a new variable 
This type of research often starts with well-established 
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research and 15 justified by a finding that adding a previously 
unexamined variable accounts for some additional variance 
Such research can be interesting, especially 1f the new variable 
suggests boundanes for a phenomenon, but as with venue- 
driven research and replications, the burden for demonstrating 
the importance of a contribution ts high The questions raised 
are why this particular variable 1s examined and others are not, 
why the selected variable 1s theoretically relevant, and how 
1mportant the added variance accounted for really 15 

Some authors employ a strategy of taking selected vart- 
ables from a larger data set and attempting to make a stand- 
alone paper from these variables They then take another 
subset of variables and attempt to construct another paper 
Nothing is inherently wrong with trying to leverage a data 
collection effort However, there are some inherent dangers 
in doing so Often, a single paper using all the available data 
makes for a far stronger contribution than several papers 
each with a far more modest contribution I have found it 
common for reviewers to ask for additional information or 
data and for the authors to respond that, indeed, they already 
have the necessary data Another danger in this approach 15 
that each subsequent study is likely to be less important than 
the last, especially when some of the same variables are 
used in each study Therefore, even when the first study 15 
published, the second study may not be The result is a 
weaker first paper and no second paper 

Data fitting is not usually interesting no matter how 
sophisticated the model or method 1s This 1s the problem 
with much of the recent work employing structural equation 
modeling There 15 an appropriate use for fitting models, but 
merely showing that a set of data fits a model 1s not an espe- 
cially compelling contribution The same data may fit many 
different models with different theoretical implications 
Data may also fit a model for reasons as uninteresting as the 
use of variables with highly correlated errors The burden on 
the author 1s to make a compelling case that there 1s theo- 
retical or practical significance associated with fitting a 
given model Similarly, descriptive and purely exploratory 
work 15 generally less interesting Such work certainly can 
be important for the development of taxonomies or for the 
identification of important relationships that have heretofore 
not been identified Merely describing a phenomenon with- 
out some effort to suggest a conceptual basis for the obser- 
vations leaves much unanswered 

Finally, compelling contributions tend to avoid the obvi- 
ous Many relationships have not been tested (especially in 
specific venues), but there 15 a reason they have not been 
tested If outcomes are obvious, there 15 no real need to test 
them Demonstrations that the obvious does not hold can be 
interesting, but failures to demonstrate the obvious, when 
failure means an inability to reyect the null hypothesis, are 
incomplete There are many reasons for obtaining results 
that do not differ from the null insufficient power, insensi- 
tive measures, and weak manipulations, among others 
Again, the burden of demonstrating an interesting and com- 
pelling contribution 1s high for such research 


Increasing the Odds of Being Published 


In addition to selecting interesting problems or questions on 
which to work, there are other things authors can do to 


increase the odds of publishing a paper Get feedback early 
and often You can get feedback by presenting the paper at 
conferences, at other universities, and to your own col- 
leagues Indeed, the colleagues with whom you interact each 
day are an especially important source of feedback about 
how interesting the paper might be, how well you commu- 
nicate, how you might better design a study and analyze its 
results, and what the results might mean for theory and prac- 
tice This ts why choosing colleagues 1s such an important 
part of a career decision Good colleagues who are them- 
selves active scholars are an invaluable resource 

If you do not have a large set of local colleagues, and 
even 1f you do, ask others to read your paper Identify key 
people working in the same area, regardless of their loca- 
tion, share your work with them, and ask for feedback Part 
of the feedback you obtain should be finding out what oth- 
ers are working on in similar areas and reviewing what has 
been recently published in the area As an editor, I could 
usually identify the papers that had been read by no one 
other than the author before submission Feedback helps and 
raises the odds of publication. Early feedback even helps 
you avoid work on a project that has a low probability of 
success in the first instance 

Listen to the reviewers, they are generally trying to help 
Reviewers often do understand what they read, but authors 
are often not clear about what they mean Identifying and 
correcting such gaps in communication are part of the pur- 
pose of the review process Reviewers disagree far less often 
than many authors believe Indeed, reviewers generally 
agree on the problems that exist in a particular paper Dis- 
agreements sometimes occur when reviewers offer potential 
solutions for these problems For example, all the reviewers 
may agree that one problem with a paper is insufficient 
power in a statistical test One reviewer may suggest 
increasing sample size to solve this problem, another 
reviewer may suggest using a more sensitive measure, and a 
third reviewer may suggest using a covariate to reduce the 
error variance In such a case, it 1s not unusual for authors to 
become concerned that the reviewers disagree about the 
approach they should take in the revision They lose sight of 
the real problem, on which all agree It 15 the solution to the 
problem rather than the particular approach that 15 impor- 
tant Authors sometimes use such "disagreements" disin- 
genuously to dismiss reviewers’ comments An editor can 
help sort through these kinds of disagreements, but ıt 15 
1mportant for authors to recognize that there is a difference 
between disagreements on fundamental problems and dis- 
agreements with respect to suggestions for resolving the 
problem The author who accepts the existence of the prob- 
lem and works to resolve it will likely be met with a positive 
response from all the reviewers, regardless of the particular 
solution that was adopted 

Arguing with reviewers ts seldom helpful and may even 
hurt your case If you believe a reviewer is wrong, appeal to 
the editor. Let the editor know the source of your disagree- 
ment and offer whatever supporting evidence you can muster 
In your response to the reviewer, you need only politely indi- 
cate that you disagree and have asked the editor for advice 

When you have a question, contact the editor. It is part 
of the editor's responsibility to help you through the editor- 


1а1 process Ultimately, the editor must make a decision 
about your paper, however This is a decision about your 
paper, ıt ıs not about you The goal of the editor 15 to fill 
issues of the journal, subject to a quality constraint This 
means that your incentives and those of the editor are 
closely aligned However, you should listen to what the edi- 
tor asks you to do If you are unwilling to make the changes 
that have been requested, you probably should withdraw the 
paper and submit it elsewhere 

If you are given the opportunity to revise a paper, do so 
and do so quickly Any opportunity to revise 1s a victory and 
moves you a step closer to publication The odds of eventu- 
ally being published go up substantially when a revision 1s 
invited In recent years, 75% of papers have been rejected 
after the initial review Of the papers whose authors have 
been given the chance to revise, half have eventually been 
published Of the papers that have gone through a second 
revision, 90% have been eventually published, though some 
of these have required several more rounds of revision 

Much of the research in which we are engaged is time 
sensitive Other scholars likely are working on similar top- 
ics, and some phenomena change over time in important 
ways This means that the longer you wait to revise and 
resubmit a paper, the more likely its contribution will be 
lower by the time it 15 reviewed again. Authors occasionally 
become annoyed at the “inconsistency” of reviewers (and 
editors), because they were told a paper was interesting and 
made an important contribution in one round of reviews and 
subsequently were told that the paper's contribution was not 
great in the next round of reviews The odds that this will 
happen go up the longer it takes the author to complete the 
revision In such cases, the reviewers are not being 1псоп- 
sistent, rather, their evaluations are time dependent Also, 
the longer the interval between a review and revision, the 
more likely it is that a reviewer or editor will drop out of the 
process This is not always a problem, but sometimes new 
reviewers (sometimes multiple new reviewers) must be 
brought into the review process Editors do not like to do 
this, and new reviewers often raise new issues Although this 
15 frustrating to authors, it ıs often the authors who are to 
blame for failing to revise on a timely basis 

Appeals are possible but seldom successful When an 
editor has made a decision, it 15 rare that the decision will be 
reversed If you believe that an injustice has been done, you 
can appeal to the editor In some cases, the editor will then 
assign the paper to a referee for an assessment Usually this 
process involves sharing the paper, all reviews, all responses 
to the reviewers, and all correspondence by the editor with a 
senior scholar in the field (often a former editor) The senior 
Scholar is asked for an assessment of the decision and in 
some cases recommends that the authors be provided a 
chance to revise the paper Revisions then go back to the 
original reviewers Such appeals are at the discretion of the 
editor, and authors have the burden of suggesting reasons 
the request is appropriate The majority of such appeals are 
resolved with a negative outcome, and even when revision 15 
Invited, it 1s rare that the author is able to resolve the issues 
(papers are rejected for good reasons) 

Rejection is inevitable for active scholars, learn from 
rejection The comments of the reviewers and editor often 
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suggest the direction for а new paper New papers (new data, 
new conceptual framework) are welcome Rejected papers 
often form the basis for new work on the same topic Indeed, 
as editor, I have encouraged authors of papers on interesting 
topics to develop a new paper on the same topic even as I 
rejected their current submission I did not do so to be polite 
Rather, I was encouraging further work on a subject I 
believed would be a good addition to the Journal Also, 
many of the papers that are rejected by JM are published 
elsewhere The feedback from the review process can be 
helpful to an author in revising a paper for another journal 

Editors want to know the history of a manuscript If your 
paper has been reviewed and rejected by another journal, it 
is in your self-interest to let the editor know this Often, the 
editor will contact the editor of the other journals to deter- 
mine who the reviewers were This enables the editor to find 
new reviewers who do not have a previous history with the 
paper It is common for the same reviewer to receive a paper 
from different journals when the history of the paper is 
unknown to the editor In the worst case, the reviewer 
informs the editor that he or she has seen the manuscript 
before and that the current paper 15 identical to the one pre- 
viously reviewed Needless to say, this does not impress 
either the reviewer or the editor with respect to the author's 
willingness to learn from the review process and improve 
the paper in response to constructive criticism Editors are 
also open to suggestions for potential reviewers as well as 
suggestions for reviewers to avoid because they have seen 
the paper before or have a different point of view from that 
expressed in the paper Editors are not always able to act on 
these suggestions, because reviewers may have other papers 
or be otherwise unavailable However, editors attempt to use 
suggestions when they are offered 


Summary 


There should be no mystery associated with the publication 
process [t is in the interests of everyone that authors under- 
stand the mechanics of the publication process At one level, 
getting published is quite simple (1) Work on interesting 
problems, (2) obtain feedback by having others read your 
work and by presenting it, (3) write well and, 1f necessary, 
use a copy editor (especially 1f English is not your first lan- 
guage), (4) be succinct and use space wisely, (5) provide rel- 
evant details (What did you do? What literature did you use? 
What 15 your contribution”), (6) if given the opportunity to 
revise, do so and quickly, (7) listen to the reviewers and the 
editor, and (8) learn from and build on reyection 

At another level, getting published is difficult It is about 
creativity, and creative enterprises are always risky Manag- 
ing such risk involves persistence and hard work, but it is 
worth the effort 1f the goal 1s a contribution to the intellec- 
tual community 


A Word of Gratitude 


In closing, I thank all the members of the marketing com- 
munity who have contributed to the Journal and made my 
time as editor easier and enjoyable I first want to thank our 
readers, especially readers who do not otherwise directly 
contribute to the Journal through submission and reviewing 
of papers Great Journals must have a readership base that is 
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broader than its authors and reviewers The impact of a jour- 
nal depends ın no small measure on its ability to influence 
the thinking and behavior of its readers The Journal of 
Marketing plays an important role in influencing the mar- 
keting discipline through its readers who come to it solely as 
a source of information and ideas To the readers of the 
Journal, I say thank you for your continuing confidence in 
the ability of the Journal to inform, stimulate thinking and 
creativity, and motivate behavior Second, I thank all the 
authors who have submitted papers to the Journal The qual- 
ity of the articles published in the Journal and the Journal’s 
influence are a function of both the papers that are published 
and those that are submitted but not selected for publication 
Because the mission of the Journal 15 to publish the best 
conceptual and empirical work in the marketing discipline, 
the willingness of authors to submit their best work to JM 1s 
critical to из success To all of the scholars who have sub- 
mitted papers, I say thank you 

The quality of the articles published in JM and the 
impact these articles have on the field of marketing are sig- 
nificantly enhanced by the insights, comments, and con- 
structive criticism of the scholars who review them I thank 
the members of the editorial board who have shouldered a 
heavy burden during my editorship I also thank the many ad 
hoc reviewers who have contributed to the review of papers 
Authors routinely comment that the reviews they receive 
from JM are among the timeliest and most constructive they 
have received from any journal These comments reflect the 
quality of the reviewers rather than the editor The timely 
and constructive criticism provided in the review process 1s 
one reason the Journal 1s so strong, these characteristics 
encourage authors to submit their best work 

I also thank the past and future editors of the Journal 
Past editors left me a strong legacy on which to build, I look 
forward to the continuation of that legacy by future editors 
I especially want to thank Robert Lusch, my predecessor, for 
introducing me to the role of editor and for smoothing the 
transition between editors I wish Ruth Bolton much success 
as editor and thank her for her help during the waning por- 
tion of my term 

The journal staff of American Marketing Association has 
made the task of editor far easier than it might have been I 
appreciate their cooperation and assistance My colleagues 
in the Marshall School at University of Southern California 
and my coauthors at other institutions deserve particular 
recognition They have (usually) cheerfully tolerated my 
absence from other departmental obligations and delays in 
the completion of joint research projects 

Finally, I owe a debt of gratitude to Brenda Miller, who 
has served as my editorial assistant throughout my term The 
Journal would not have operated so smoothly or be where it 
15 today without her many contributions 

I appreciate the opportunity to have served as editor of 
Journal of Marketing Yt has been stimulating, educational, and 
most of all fun I wish everyone as much fun in the future 
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Getting Return on Quality: Revenue 
Expansion, Cost Reduction, or Both? 


Financial benefits from quality may be derived from revenue expansion, cost reduction, or both simultaneously The 
literature on both market orientation and customer satisfaction provides considerable support for the effectiveness 
of the revenue expansion perspective, whereas the literature on both quality and operations provides equally 
impressive support for the effectiveness of the cost reduction perspective. There is, however, little evidence for the 
effectiveness of attempting both revenue expansion and cost reduction simultaneously, and some of what little 
empirical and theoretical literature 15 available suggests that emphasizing both simultaneously may not work. In a 
study of managers in firms seeking to obtain a financial return from quality improvements, the authors address the 
issue of which quality profitability emphasis (revenue expansion, cost reduction, or both) is most effective The 
authors examine firm performance using managers’ reports of firm performance and longitudinal secondary data 
on firm profitability and stock returns Although it is clear that no company can neglect either revenue expansion or 


cost reduction, the empirical results suggest that firms that adopt primarily a revenue expansion emphasis perform 
better than firms that try to emphasize cost reduction and better than firms that try to emphasize both revenue 
expansion and cost reduction simultaneously. The results have implications with respect to how both theory and 
practice view organizational efforts to achieve financial returns from quality improvements 


facing an important strategic decision There are two 

competing strategic initiatives on the CEO's desk 
The chief operating officer notes that Motorola, GE, 
DuPont, and other high-profile companies have adopted a 
Six Sigma program (Pande, Neuman, and Cavanagh 2000) 
that suggests that the route to higher profitability 1s through 
improving efficiencies and cutting costs The vice president 
of marketing would prefer to increase profits by building 
revenues through improvements to customer service, cus- 
tomer satisfaction, and customer retention (Johnson and 
Gustafsson 2000) From these recommendations, it appears 
that the chief operating officer views quality in terms of 
internal processes, whereas the vice president of marketing 
views quality in terms of external customer relations At this 
point, the chief financial officer states emphatically that, 
according to the shareholders, the most important issue 15 
whether the chosen strategy generates acceptable financial 
return The purpose of our research is to provide empirical 
findings that may help determine the primary way of deriv- 
ing financial returns from quality—what we refer to as a 
firm's "quality profitability emphasis " 


C the chief executive officer (CEO) of a firm 
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The scenario we depict 15 a common occurrence 1п соп- 
temporary organizations Firms increasingly pay attention to 
the financial return obtained from Strategic initiatives 
(Copeland, Koller, and Murrin 1996) Using such 
approaches as economic value added (Ehrbar 1998), firms 
assess the extent to which Strategic initiatives increase net 
operating profits compared with the opportunity cost of cap- 
ital This trend has also affected marketing managers, who 
must focus on the financial implications of their decision 
making and on conceptualizing marketing expenditures as 
investments (e g , Srivastava, Shervani, and Fahey 1998) 
Consistent with this, efforts to quantify the financial impact 
of customer-perceived quality have proliferated ın recent 
years (e g , Anderson, Fornell, and Lehmann 1994, Heskett, 
Sasser, and Schlesinger 1997, Johnson and Gustafsson 
2000, Rust, Zahorik, and Keiningham 1995) An important 
part of this effort has involved understanding the nature of 
service quality (Parasuraman, Zeithaml, and Berry 1985) 
and how its management can produce the greatest impact on 
financial outcomes 

One of the challenges associated with making strategic 
decisions about quality 15 that its conceptualization varies by 
discipline In marketing, quality tends to mean quality as 
perceived by the customer (e g, Bolton and Drew 1991а, 
Parasuraman, Zeithaml, and Berry 1985) In operations and 
quality management, quality tends to mean the efficiency 
and reliability of internal processes (eg, Crosby 1979, 
Deming 1986), even if those processes are invisible to the 
customer (Ramaswamy 1996) Depending on how quality 1s 
defined, different kinds of quality improvement efforts are 
likely to be appropriate, and most important, they are likely 
to have different pathways to profitability 

Although some quality improvements may increase rev- 
enues and decrease costs simultaneously, efforts to improve 
customer-perceived quality usually increase profits through 
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revenue expansion, and efforts to improve the efficiency of 
internal processes tend to increase profits through cost 
reduction Our conceptualization spans both of these view- 
points and explores their differences by studying three 
emphases for managing the financial returns associated with 
quality revenue, cost, and dual (both revenue and cost com- 
bined) ! We now review each quality profitability emphasis 
in detail and derive competing testable propositions Table 1 
summarizes various features of these emphases 


The Revenue Emphasis 


Although high-quality internal processes can serve the cus- 
tomer (Nilsson, Gustafsson, and Johnson 2001), a revenue 





\This emphasis approach follows other contemporary strategy 
approaches In one example, Treacy and Wiersema (1995) suggest 
that firms can emphasize one of several value disciplines that focus 
on operational excellence (costs), product leadership (revenues), or 
customer relationship building (revenues) In their view, firms can- 
not ignore any of these value disciplines, but successful firms tend 
to emphasize just one of them 


emphasis to quality profitability focuses externally—on 
customer perceptions and attitudes that will lead to more 
sales 2 Therefore, programs emphasize improving quality by 
addressing the issues that have the greatest impact on over- 
all customer satisfaction These programs may occasionally 
lower costs, but more often costs rise as the firm delivers a 
higher level of quality that meets customer needs Docu- 
menting the impact of customer satisfaction and retention on 
revenues 1s somewhat more difficult than documenting cost 
reductions, because the path from customer perceptions to 
financial results 1s indirect and must be modeled statistically 
(e g , Anderson, Fornell, and Lehmann 1994, Johnson and 
Gustafsson 2000, Nelson et al 1992, Rust, Zahorik, and 
Keiningham 1995) The pathways from customer satisfac- 
tion to revenue include customer attraction (Kordupleski, 





2We use the term "revenue emphasis" to describe an emphasis 
on growing demand through catering to consumers' preferences for 
quality and increasing consumer preferences for quality—that 15, 
making the market for higher quality (Dickson 1992) We recog- 
nize that revenue can also be increased by reducing costs and 
prices in markets where price elasticity 15 greater than one 


TABLE 1 
Characterizing the Quality Profitability Emphases 


А 


Cost Emphasis 


Revenue Emphasis Dual Emphasis 


Profit focus 


Quality focus 


Quality measures 


Operational focus 


Organizational focus 


Typical improvement 
initiative 


Research programs 
adopting this emphasis 


Example of a corporate 
application 


Cost reduction 
Internal 


Defect rate 


Standardization 


Operations, accounting 


Efficiency improvement to 
reduce costs 


Six Sigma (Pande, Neuman, 
and Cavanagh 2000) 

Total quality management 
(Easton and Jarrell 1998) 


Lehigh Valley Hospital built a 
customer information and 
tracking system that 
resulted in shorter hospital 
stays and reduced 
operating costs (Health 
Management Technology 
1997) 


Revenue expansion 
External 


Customer 
satisfaction/retention 


Customization 


Marketing, human 
resources, research and 
development 


Service augmentation or 
product innovation to 
increase customer 
satisfaction 


American Customer 
Satisfaction Index (Fornell 
etal 1996) 

Return on quality (Rust, 
Zahonk, and Keiningham 
1995) 

Service profit chain (Heskett, 
Sasser, and Schlesinger 
1997) 


American Airlines spent 
$700 million to increase 
cabin legroom in the 
coach cabin by 3-5 inches 
per row to improve 
passenger satisfaction and 
loyalty (Rust, Zeithaml, 
and Lemon 2000) 


Both at once 


Both at once 


Both at once 


Both at once 


Operations, accounting, 
marketing, human 
resources, research and 
development 


Process redesign to improve 
both costs and revenues 


Balanced scorecard (Kaplan 
and Norton 1992) 

Supply chain management 
(Mentzer 2000) 


RightCHOICE's Physician 
Group Partners Program 
creates financial 
incentives for physicians 
to improve both patient 
satisfaction and cost 
containment 
(RightCHOICE 2000) 


a _—_—> 
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Rust, and Zahorik 1993), customer retention (Bolton 1998), 
and word of mouth (Anderson 1998, Danaher and Rust 
1996) Approaches include measurement of customer- 
perceived service quality (Bolton and Drew 1991b, Kordu- 
pleski, Rust, and Хаћопк 1993), measuring customer satis- 
faction (Churchill and Surprenant 1982, Fornell 1992), and 
measuring the disconfirmation of customer expectations 
(Oliver 1980, Parasuraman, Zeithaml, and Berry 1988) 

Several arguments provide support for the revenue 
emphasis One reason may be the capabilities of informa- 
tion technology In customer relationship management, for 
example, computational power facilitates the storage and 
processing of customer data, making it easier to address 
specific customer needs (Greenberg 2001) Combining 
computing power with a wide-ranging communication net- 
work over the Internet enables firms to listen to customers, 
store and process their preferences, and respond to them 
with ever-greater customization (Peppers and Rogers 
1999) 

The revenue emphasis implies a customer focus and a 
market orientation, and a voluminous literature has emerged 
to support each of those ideas Extensive research linking 
customer satisfaction and customer-perceived quality to 
positive business outcomes supports the effectiveness of a 
customer focus (for а review of this literature, see Zeithaml 
2000) Despite the popular press’s protests that customer 
satisfaction ts not enough (Gitomer 1998), the academic lit- 
erature provides overwhelming evidence that customer sat- 
isfaction profoundly affects revenue-generating behavior 
(Zeithaml, Berry, and Parasuraman 1996) and business per- 
formance outcomes (Anderson, Fornell, and Lehmann 1994, 
Danaher and Rust 1996, Fornell 1992, Fornell et а! 1996, 
Hallowell 1996, Loveman 1998, Rust, Zahorik, and Kein- 
ingham 1995) For this reason, the marketing literature has 
developed considerable knowledge about customer satisfac- 
tion (Oliver [980) and the critical incidents and service envi- 
ronment that produce it (Випег 1992, Bitner, Booms, and 
Tetreault 1990) Likewise, the market orientation literature 
shows strongly that firms that have a market orientation per- 
form better than firms that do not, a finding that 15 supported 
by literature 1n customer orientation and strategy (e g , John- 
son 1997, Porter 1996, Prahalad and Krishnan 1999) 

The first source of evidence that a revenue emphasis to 
quality profitability exerts a strong positive effect on perfor- 
mance ouicomes stems from research on customer- or 
market-oriented approaches to managing organizations 
Although several studies on this topic exist (e g , Jaworski 
and Kohli 1993, Kohli and Jaworski 1990, Moorman 1995, 
Narver and Slater 1990), we focus on two that are most diag- 
nostic for our discussion of the three quality profitability 
emphases 

First, Deshpandé, Farley, and Webster (1993) define four 
types of organizational cultures that emphasize the customer 
to various degrees They find that market cultures that place 
the customer’s interests first are the most profitable Among 
the other cultures investigated, the hierarchical culture 
(which most closely resembles the cost emphasis because of 
its strategic emphasis on stability, efficiency, and smooth 
operations) ıs found to be the least profitable Second, Day 
and Nedungad: (1994) show that senior managers tend to 


adopt one of four types of competitive advantage models 
(high customer/high competitor, low customer/high com- 
petitor, high customer/low competitor, and low customer/ 
low competitor) A competitor model of strategic emphasis 
1s On low costs through low-cost processing and lowest 
delivered cost, whereas a customer model builds revenue 
through superior customer service, market scope, and 1nno- 
vation The results indicate that customer-oriented models 
positively affect a firm’s financial performance, whereas 
competitor-centered models negatively affect a firm’s finan- 
cial performance 

Note that though a customer focus and a market orienta- 
tion are necessary conditions for the revenue emphasis, they 
are not sufficient That 15, a firm possessing both a customer 
focus and a market опетайоп may be classified as using the 
dual emphasis instead of the revenue emphasis if the firm 
simultaneously emphasizes cost reduction Either emphasis 
(revenue or dual) would be consistent with both the customer 
satisfaction and the market orientation literature In other 
words, although the literature states strongly that customer 
focus and market orientation lead to posttive financial out- 
comes, it does not indicate whether the revenue emphasis will 
be preferred to the dual emphasis (or vice versa) Because the 
existing literature does not reveal which quality profitability 
emphasis ts best, our study adds to the conclusions of the 
market orientation and customer satisfactton literature by dis- 
entangling the issue of which emphasis should be preferred 

In summary, advocates of quality profitability programs 
that emphasize revenues argue that profitability improve- 
ments associated with quality efforts will come primarily 
through serving customer needs that trigger satisfaction and 
retention Consistent with a goal of presenting competing 
hypotheses, given the evidence in the literature and the con- 
tinuing expansion of information technology and customer 
relationship management, we predict the following 


Ну A revenue emphasis to quality profitability will have 
stronger positive effects on firm performance outcomes 
than either a cost emphasis or a dual emphasts 


The Cost Emphasis 


The cost emphasis focuses on the efficiency of the firm's 
processes General cost reduction efforts (e g , downsizing) 
do not necessarily improve efficiency, but quality efforts that 
reduce costs always do Successful programs tend to 
increase the productivity of quality efforts by reducing the 
input (labor and materials) required to produce a unit of out- 
put These improvements can be incremental (continuous 
improvement) or discontinuous (process reengineering), 1п 
either case, the focus 15 internal and the goal 15 to reduce 
costs Customer satisfaction improvements are sought only 
indirectly, through such results as increased reliability or 
lower prices Cost reduction programs thus transfer their 
savings to the bottom line directly Methods of quantifying 
cost reductions are referred to as “cost of quality” programs 
(eg, Bohan and Horney 1991, Campanella 1990, Carr 
1992, Gryna 1988) Philosophically, these programs аге 
akin to the total quality management programs of the 1980s 
and 1990s (Spitzer 1993), and modern variants have contin- 
ued to emerge (e g , Six Sigma, Breyfogle 1999) 
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Since Crosby (1979) introduced his method of classify- 
ing and measuring quality costs, many firms have docu- 
mented significant profit impacts through improved quality 
by means of advancements in computation (e g , mainframe 
computers, followed by personal computers and mucro- 
processors) and communication (e g , the Internet, wireless 
communication networks) Computational advances have 
enabled widespread use of statistical quality control tech- 
niques, thereby increasing companies’ abilities to improve 
operating efficiencies and cut costs (Wheeler and Chambers 
1992) This has resulted in a measurable profit impact from 
the implementation of quality principles and programs (Eas- 
ton and Jarrell 1998, Hendricks and Singhal 1997) To some 
extent, information technology, the Internet, and other com- 
munication networks have also increased efficiencies by 
making business faster and easier in general (Lucas 1999) 
and by coordinating supply chains (Poirier and Bauer 2000) 

Advocates of programs that emphasize increasing effi- 
ciency and productivity by eliminating defects and unneces- 
sary effort hold that profitability improvements associated 
with quality efforts will come primarily through cost reduc- 
tion Continuing with our goal to present competing propo- 
sitions, this suggests the following 


H, A cost emphasis to quality profitability will have stronger 
positive effects on firm performance outcomes than either 
a revenue emphasis or a dual emphasis 


The Dual Emphasis 


Everyone knows that profits are equal to revenues minus 
costs and that profit improvement must result from increas- 
ing revenues, decreasing costs, or both It would be difficult 
to find a CEO who did not at least pay lip service to both 
increasing revenues and decreasing costs It is also undeni- 
able that 1gnoring either revenues or costs 15 a sure path to 
disaster All of this seems to imply that a firm should 
emphasize both revenue expansion and cost reduction 
simultaneously The dual emphasis tries to implement tenets 
of both the revenue building and cost reduction approaches 
simultaneously 


Why the Dual Emphasis Should Be Effective 


The possibility that the dual emphasis can be effective 
seems to be implied by such quality theorists as Juran 
(1988), who breaks quality into two opposite but presum- 
ably complementary categortes— "freedom from deficien- 
cies" and quality that “meets customer needs" Likewise, 
Kano's model of delight (Oliver 2000, Roberts Information 
Services n d ) argues for “monovalent dissatisfiers” (quality 
aspects that can dissatisfy 1f they are missing, yet their pres- 
ence does not delight the customer) and “monovalent satis- 
fiers” (quality aspects that the customer will not miss if they 
are not there but that can delight 1f present) 

Many other quality theorists and practitioners generally 
support the idea that quality improvement involves both 
cost cutting and revenue expansion through satisfying and 
retaining customers (Hiam 1993, US General Accounting 
Office 1991) This idea ıs espoused by Deming (1986), 
who states that improved business processes will 
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inevitably result ın both lower costs and more-satisfied 
customers, thus implying that a company should empha- 
size both approaches simultaneously (Gitlow and Gitlow 
1987) Presumably, improved business processes will 
result in fewer defects, which creates a higher customer 
perception of quality and lower costs because of less 
rework 

A reverse but complementary argument holds that 
improved quality drives market share improvements directly 
through improved customer perceptions, which result in 
cost reductions that follow from the operating efficiencies 
produced by increased scale (Jones and Butler 1988, 
Phillips, Chang, and Buzzell 1983) Finally, strategic advan- 
tages may arise from the dual emphasis It has been argued 
that “simultaneous pursuit of several competitive advan- 
tages can lead to a stronger position in the market than 
focusing on a single competitive advantage” (Flynn, 
Schroeder, and Sakakibara 1995, p 666), because a firm that 
is strong in multiple areas is more difficult for competitors 
to attack 


Doubts About the Dual Emphasis 


Despite the existence of support for the dual emphasis, other 
literature gives some clues that suggest that the dual empha- 
sis may not be as effective as other emphases We focus on 
theories about a firm's learning, system dynamics, and orga- 
nizational structure and 1ncentive systems 

One perspective theorizes that organizations are bundles 
of learning routines focused to various degrees on the explo- 
ration of new goals, strategies, technologies, and processes 
or on the exploitation of existing goals, strategies, technolo- 
gies, and processes (e g , March 1991) Following from this 
view, it seems reasonable to suggest that the customer model 
1s more exploration based (given the focus on finding new 
markets and discovering innovations to satisfy and retain 
customers) and the cost emphasis 15 more exploitation based 
given the focus on the more effective deployment of exist- 
ing competencies and the efficiency of internal operations) 

Although и 15 theoretically possible and often practically 
desirable for exploitation and exploration to exist ın organı- 
zations simultaneously (as in the dual emphasis), research 
indicates that one of these approaches will tend to dominate 
the culture and systems 1n organizations because of the nat- 
ural tensions that exist between these two management 
approaches (Levinthal and March 1993, March 1991) This 
trade-off between exploration and exploitation ıs also evi- 
dent in generic strategy choices of cost leadership (exploita- 
tion) and differentiation (exploration) (Porter 1980) and the 
“productivity dilemma” in operations between efficiency 
(exploitation) and innovation (exploration) (Abernathy 
1978) In support of this view, Capon and colleagues (1992) 
find that three of four clusters of industrial firms they dis- 
cover are divided on the issue of exploration (eg, the 
investors and the acquirers) versus exploitation (e g, ће 
improvers of existing processes) Empirical support for this 
viewpoint is also provided by Ettlie and Johnson (1994) 

A similar argument suggests that the dual emphasis 
might fail simply because of limited budgets If the quality 
improvement budget is fixed yet both revenue expansion 


and cost reduction are attempted, it 15 possible that neither 
effort will receive enough resources to reach "critical 
mass " 

Another theoretical perspective that would predict the 
superiority of the revenue emphasis over the dual emphasis 
lies in system dynamics System dynamics examine the 
recursive relationships among vartous activities, including 
negative feedback effects (which create stability) and posi- 
tive feedback effects (which create change and growth) 
(Dickson 1992, Dickson, Farris, and Verbeke 2001, Farris et 
al 1998) In one dynamic, the implementation of a cost 
emphasis might have the tendency to initiate firings and loss 
of benefits and perks, which lowers morale among employ- 
ees who operate at the market interface This, in turn, may 
lower customer service, customer loyalty, and sales, which 
leads to further cost cutting—creating a vicious circle 
(Gronroos 1984) or “death spiral” (Rust, Zeithaml, and 
Lemon 2000) A revenue emphasis, in contrast, is more 
likely to create a virtuous circle—a dynamic that moves in 
the opposite direction These nonreinforcing dynamics mean 
that the combination ts ineffective and that neither approach 
works as well as it might alone 

A final organizational perspective suggests that a dual 
emphasis may not be possible because many firms have not 
developed organizational structures that link areas of the 
firm involving customers and costs Moreover, functional 
differences often reduce the effectiveness of existing struc- 
tures Organizational reward structures, for example, are 
often skewed toward short-term outcomes that favor the cost 
emphasis Unless reward systems encourage long-term eval- 
uation horizons as well, it 1s unlikely that firms will be able 
to entertain a dual emphasis 

In summary, doubts exist about the efficacy of the dual 
emphasis because of the tensions among various processes 
and dynamics as well as the lack of structures within orga- 
nizations for integrating the two approaches Proponents of 
the dual emphasis believe, however, that because the road to 
satisfying customers 15 improving efficiency, dependability, 
and reliability, reducing costs through efficiency improve- 
ments should also increase revenues This means that the 
dual emphasis should produce the best results with respect 
to profitability, through simultaneously increasing revenues 
and decreasing costs Therefore, we should observe that 


H, A dual emphasis to quality profitability will have stronger 
positive effects on firm performance outcomes than either 
a revenue emphasis or a cost emphasis 


Method 


Sample and Procedure 


Although firms have long sought to increase profits by 
improving quality, few have employed formal methods to 
measure the financtal impacts, and there has been no 
straightforward way to identify those that do For this rea- 
son, our population comprised managers from every com- 
pany we could identify as employing such a measurement 
program Conversations with thought leaders in this area 
helped us construct a set of roughly 100 U S firms, some of 


which contained multiple business units 3 The firms 
employed an average of approximately 70,000 people and 
were from both the service sector and the goads sector, the 
goods sector was somewhat overrepresented compared with 
Its percentage of the economy Many of the firms were 
household name or Fortune-500 companies 

Access to the firms was enhanced by one author's per- 
sonal industry connections, however, this was usually lim- 
ited to the name of a relevant contact person Surveying 
managers about the nature of the quality profitability 
emphases and various firm performance outcomes of their 
business units produced our primary data, which were sup- 
plemented by secondary data on firm performance out- 
comes To generate individual manager respondents for the 
study, we telephoned a company contact and discussed the 
study at an abstract level as 1nvolving an investigation of 
"the systems firms have in place for examining the financial 
return from quality initiatives” and the “factors that 1nflu- 
ence the operation and effectiveness of these systems” Usu- 
ally these conversations resulted in the contacts expressing 
interest 1n the study and their organizations’ participation 
There were two models of participation, each of which 
occurred approximately half the time 

The first model involved the contact providing the 
names of individual managers 1n the firm For those firms, 
we mailed questionnaires to 185 managers from 75 business 
units and received responses from 69 managers representing 
44 business units, which resulted in a response rate of 
37 3% The second model involved sending questionnaires 
to the contact person, who was asked to pick randomly 
among managers who would have exposure to these systems 
and to send them a questionnaire Contacts at 35 business 
units agreed to distribute 664 questionnaires to managers 
Of these, 8 business units ultimately did not return any ques- 
tionnarres, indicating that contacts did not follow through on 
their commitment despite several reminders Of the remain- 
ing 27 business units and 368 questionnaires mailed to 
firms, we received responses from 117 managers from all 
the business units, which resulted in a 31 8% response rate 
and yielded a total sample size of 186 This reported 
response rate 1s likely lower than the actual rate, because if 
one response was received from a business unit, we assumed 
that the contact at that business unit distributed all of the 
questionnaires provided to him or her, as promised (even 
though we suspect that many questionnaires that were sent 
to contacts were never distributed) 

The two data collections were compared on key inde- 
pendent and dependent variables measures (described sub- 
sequently), and no differences were found revenue empha- 
sis (Fy, 178) = 598, not significant [n s ]), cost emphasis 
(Ер, 180 = 510, n s), and dual emphasis (Fi? 178) = 598, 
ns) Responding firms were also asked to rate their level of 
experience in measuring customer satisfaction (mean = 
4 89, standard deviation [S D ] = 1 51) and costs (mean = 
500, SD = 1 36) The difference in firm-level knowledge 


3Thought leaders consulted included staff and corporate execu- 
tives affiliated with the Marketing Science Institute, as well as aca- 
demic authors who are knowledgeable about financial return on 
quality 
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of the two areas ıs not significant (4174) = 825, n s ), indi- 
cating that our sample shows no evidence of bias due to a 
lack of knowledge of either quality profitability emphasis 

The people who responded to the survey were, on aver- 
age, knowledgeable about quality initiatives ın their organi- 
zations, as the average number of hours per week they spent 
making decisions related to quality was 96 (SD = 5 00). 
Moreover, the respondents were self-reported to be knowl- 
edgeable 1n the measurement of areas of importance to the 
study, all were assessed on a seven-point scale, where 1 — 
“low” and 7 = “high” (customer satisfaction mean = 5 15, 
S D =1 30, and costs mean = 4 89, S D = 1.51) Therefore, 
these respondents appear to meet the knowledgeability and 
experience criteria often suggested for key informant status 
(Campbell 1955) 

Informants also reported that their organizations were 
knowledgeable about how to measure financial performance 
(mean = 578, SD = 141, on a seven-point scale) They 
reported an average of 5 8 years of experience (SD = 7 8 
years) using a system that links quality initiatives to finan- 
cial performance Managers also stated that their firms had 
made important investments 1n measuring quality (mean = 
382, SD = 153) and linking quality efforts to financial 
performance (mean = 3 33,5 D = 1 57), both of which were 
rated on a seven-point scale, where | = “low level” and 7 = 
“high level” 

We constructed averages for each ttem across the infor- 
mants for each of the 71 business units for which we had 
reporting respondents We used these average scores to con- 
duct our firm-level analyses 


Potential Moderating Factors 


We tested the influence of several factors we believed might 
affect our results industry competitiveness, past emphasis, 
and quality information processes First, there are different 
views about how industry competitiveness might affect our 
predictions One view 1s that in highly competitive indus- 
tries, prices will be competed down to levels that make sub- 
sequent cost reductions less attractive Another view 1s that 
competitive pressures make a revenue emphasis more attrac- 
tive because ıt differentiates the firm in a field of highly 
competitive, price-conscious firms, thus leading to eco- 
nomic rents Second, it 1s possible that a firm's success with 
a given quality profitability emphasis may be a function of 
its past emphasis After a five-year program of intensive cost 
cutting, for example, a shift to a revenue emphasis might 
work better than further cost cutting Third, the market ori- 
entation literature has shown that a firm’s development of 
systems for acquiring, disseminating, and responding to cus- 
tomer information 1s positively related to the financial per- 
formance of the firm (Jaworski and Kohli 1993) and new 
product development (Moorman 1995) Consistent with this 
literature, more highly developed quality profitability infor- 
mation processes may influence the effectiveness of the 
quality profitability emphases 


Measurement 


Quality profitability emphases Given the various mean- 
ings associated with the term “quality,” we defined ıt for 
respondents as “efforts to improve the quality of products 
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and processes within your firm " Each respondent was asked 
to rate measures designed to tap each emphasis (for a com- 
plete list of measures, see the Appendix) To generate an 
organizational-level view of these approaches, we asked 
respondents to rate the extent to which “managers in their 
division agree with. statements" that reflect each quality 
profitability emphasis or "their firm encourages managers to 
take certain actions to improve the quality of products and 
processes " 

The six revenue emphasis items used two questioning 
approaches One approach asked managers to rate the firm's 
agreement that revenue streams from quality improvements 
are valued (e g , "Quality improvements that increase future 
revenue streams are more valuable than investments that 
reduce future cost streams") The second approach pre- 
sumed that customer satisfaction and retention are revenue- 
building activities and asked informants to rate the extent to 
which the managers in the organization agree that the focus 
of quality improvements should be to improve customer sat- 
isfaction and retention (e g , “Quality improvements should 
be differentiated by their impact on customer satisfaction/ 
retention") 

The three cost emphasis items examined the domain by 
asking informants to rate the extent to which managers in 
the organization agree that “The purpose of quality improve- 
ments is to reduce cost,” “Quality improvements should be 
differentiated by their degree of cost saving," and "Quality 
improvements should always result in reduced costs " 

The six dual emphasis items examined the extent to 
which firms try to use both approaches simultaneously 
Therefore, all items referred to quality improvements that 
use revenue (cost) approaches with a consideration of their 
impact on cost (revenues) Some items, for example, ask 
informants to rate the extent to which the managers in their 
organization agree that "It is possible that investments in 
quality programs can increase customer satisfaction/reten- 
tion and reduce costs at the same time” Other items asked 
informants to rate whether the firm encourages managers to 
“Consider the long-term effect of cost reduction efforts on 
customer satisfaction/retention,” and so on 

Given the centrality of the dual emphasis to this 
research, we also assessed it by “constructing” dual empha- 
sis from the measured revenue and cost emphasis Specifi- 
cally, we created an interaction of the revenue emphasis and 
the cost emphasis that reflects the organization's ability to 
manage both of these emphases Therefore, if a revenue 
emphasis 1s high (7) and a cost emphasis 1s low (1), the dual 
emphasis would be low (7) If, however, the revenue empha- 
sis 1s high (7) and the cost emphasis 1s high (7), the dual 
emphasis would be high (49) 


Firm performance measures We measured firm perfor- 
mance using both primary and secondary data Although 
each data set has limitations, together they reveal a more 
complete portrait of effects on the firm, and each offsets the 
weaknesses inherent in the other The primary measures 
involved managers’ perceptions of business unit perfor- 
mance Borrowing from Moorman and Rust (1999), we 
measured financial performance by division performance on 
sales, market share, and profitability, we assessed customer 
relationship performance by examining division perfor- 


mance on customer satisfaction, customer retention, and 
product/service quality 

The secondary data involved two financial measures 
return on assets (ROA) and stock returns The former was 
measured as the firms’ overall 1998 ROA as reported ın 
COMPUSTAT This time lag enabled us to ascertain the 
direction of causality 1n the relationship between the firms’ 
quality emphases (data collected in 1997) and ROA (data col- 
lected 1n 1998) These data were collected at the overall firm 
level, because business unit-level data were not available 4 

We measured stock returns by calculating a firm's size- 
adjusted stock return for 1998 Our approach differs from a 
formal event study of stock returns in which a clear demar- 
cation between new information about a firm (eg, an 
announcement of a merger) and a firm's stock price can be 
assessed (e g , Fama et al 1969) Specifically, because we 
collected our firms’ quality emphases ın 1997, we assume 
that they represent "information" that should affect analysts’ 
assessment of the firms' current and future potential earn- 
ings in 1998 Given a lack of event study controls, our exam- 
ination should be considered exploratory Moreover, we 
expect that as markets learn about the earnings potential of 
various quality profitability emphases, our return effects 
should weaken over time (Fama 1970), which is why we 
investigated stock returns one year after the primary data 
were collected 

We calculated size-adjusted returns as the difference 
between a firm's stock return and value-weighted return on 
the Center for Research ın Security Prices (CRSP) size 
decile portfolio to which the firm belonged at the beginning 
of the year We used this procedure to provide an adjustment 
for a firm's risk because of risk's association with firm size 
(Ball 1992) We pulled both the firm's return and the portfo- 
1о'5 return for each month in 1998 from CRSP The firm's 
return 15 referred to as its holding period return, which 15 
equal to ([(share price in period t — share price ın period 
t — 1) + (cash and cash dividends)]/share price in period 
t — 1) 6 We adjusted holding period return data for both 
stock splits and stock dividends by CRSP We determined 
the value-weighted portfolio return from the portfolio 
assignment number in CRSP for 1998, which provided 
information about the riskiness of the stock We pulled the 
return for this portfolio—referred to as the NYSE/AMEX/ 
Nasdaq Capitalization Decile—for each firm 1n each month 

To compute size-adjusted returns, we compounded both 
holding period return for the firm and the value-weighted 
returns for the portfolio across the 12 months in 1998 [(1 + 
return,) X (1 + return) X (1 + return3) x (1 + return4) x (1 + 
returns) х (1 + returng) х (1 + return;) х (1 + returng) x (1 + 
returng) х (1 + return;o) X (1 + return;;) X (1 + гешт)2)] 





4Later, we investigate the effect that business unit-level data 
might have on our analysis 

5We use this approach to market adjustment because we lack a 
sufficient number of months of return to use the market model 
method that relates the return on a given stock to the return of the 
overall market (Brown and Warner 1985) 

6The virtue of this stock return indicator ts that it is constructed 
by differencing daily stock returns during the year This differenc- 
ing removes the potential bias from correlated omitted variables 
that are not accounted tor in the analysis, to the extent that those 
omitted variables persist across the years 


Size-adjusted returns then became the difference between 
the compounded holding period return for the firm and the 
compounded value-weighted returns for the portfolio (Bar- 
ber et al. 2001, Mikhail, Walther, and Willis 1999) 


Moderator variables affecting performance of quality 
profitability emphases Industry competitiveness was mea- 
sured on Jaworski and Kohli’s (1993) three-item scale (а; = 
58) The scale was retained despite the low alpha, because 
its psychometrics have been established ın prior research 
Past quality profitability emphasis was examined with a 
single-item scale that asked informants to report on the 
approach used in their firm five years earlier, in which cus- 
tomer focus was measured on a seven-point scale from 1 — 
“all efforts directed at cost reductions" to 7 = “all efforts 
directed at satisfying and retaining customers " Quality prof- 
itability information processes were operationalized on a 
four-item scale adapted from Moorman's (1995) measure of 
organizational processes for using information (о = 92) 


Control variables We included firm size, because it ts a 
standard variable in all strategy research and it captures, in a 
crude way, the level of firm resources We measured this using 
a one-standard approach—the number of employees in the 
overall firm in 1999 as reported in COMPUSTAT We also 
included a self-reported measure of individual manager perfor- 
mance This three-item measure asked the reporting manager 
to rate his or her performance on a seven-point Likert scale (see 
the Appendix) The resulting scale was reliable (a = 76) 


Measure purification We began measure purification for 
the primary measures by examining the correlation matrix 
and Cronbach’s alpha (see Table 2) The correlations do not 
appear to indicate that discriminant validity 1s a problem, 
however, we further examined discriminant validity using 
confirmatory factor analysis in Amos (Arbuckle and Wothke 
1999) We employed confirmatory factor analysts on each 
pair of primary measures for both a constrained model (con- 
straining the measures to be perfectly correlated) and an 
unconstrained model (permitting any level of intercorrela- 
tion) We tested the superiority of the unconstrained model 
Statistically using a chi-square difference test with one 
degree of freedom (d f ), reflecting the intercorrelation para- 
meter connecting the measures If the measures were truly 
separate, the chi-square difference should be statistically 
significant If the two measures reflect a common or distinct 
domain, the model in which phi 1s freely estimated should 
have a significantly better fit than the unconstrained model 
Table 3 indicates that the revenue, cost, and dual profitabil- 
ity emphases are distinct measures In all cases, the model in 
which phi 15 free (unconstrained) fits significantly better 


Results 


Firm Performance: Primary Data 


We begin by discussing the results for the direct measure of 
the dual emphasis and then the results for the constructed 
measure of the dual emphasis (1e , revenue X cost) 


Measured dual emphasis. Because of the presence of 
potential moderators that may influence the relationship 
between the quality emphases and profitability, we used a 
two-step hierarchical linear moderator regression model to 
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TABLE 3 
Discriminant Validity Analysis Among Primary Data Measures 


Constrained Unconstrained 
Model Model 

Comparison X2 (84) X2 (d.f.) Ax? (1) 
——————————————————MMBMÀÓÓÁ—ÉÓÉÉ——L—— — 2X 134 
Revenue emphasis versus cost emphasis 106.7 (27) 69 0 (26) 37 7“ 
Revenue emphasis versus dual emphasis 181 0 (54) 161 5 (53) 19.5** 
Revenue emphasis versus customer 

relationship performance 58 3 (27) 44.8 (26) 137“ 
Revenue emphasis versus financial 

performance 63 7 (27) 49 4 (26) 143'* 
Cost emphasis versus dual emphasis 143 7 (27) 107 4 (26) 36 3“ 
Cost emphasis versus customer relationship 

performance 346 (9) 65 (8) 28 1** 
Cost emphasis versus financial performance 372 (9) 171 (8) 20 1** 
Dual emphasis versus customer relationship 

performance 109 3 (27) 86 4 (26) 22 9** 
Dual emphasis versus financial performance 101 3 (27) 75 7 (26) 25 6“ 
Customer relationship performance versus 

financial performance 175 (9) 111 (8) 6 4* 


* 


Significant at p < 05 
**Significant at p « 01 


examine our predictions. Step 1 contained the three тат- 
effect quality emphasis predictors (revenue, cost, and dual), 
the main effects associated with the moderating predictors, 
and control variables Step 2 contained the interactions we 
constructed by mean-centering the main effects and creating 
products of each potential moderating factor (e g , industry 
competitiveness) and each quality profitability emphasis 
(revenue, cost, and dual) 

We then analyzed collinearity levels by computing уап- 
ance inflation factors for all coefficients in each model All 
were well below the acceptability threshold of ten established 
in the literature. Across both of the dependent variables (cus- 
tomer relationship performance and financial performance), 
the entry of the interaction effects on Step 2 did not explain a 
significant level of additional variance in the model (financial 
performance change in Fig зз) = 863, n s , and customer rela- 
tionship performance change in Е, зву = 161, ns) This 
means that the moderating factors did not influence the valid- 
ity of our results Given these results, we reestimated the mod- 
els with only the three main-effect predictors and the control 
variables Table 4, Part A, reports the results of these models 

Both models were significant (financial performance 
Е, 53) = 2 653, p = 033, and customer relationship perfor- 
mance Е 55)=3 420, p= 003) Across both models, the rev- 
enue emphasis had the strongest performance effect. Indeed, 
it 15 the only quality profitability emphasis that showed а sig- 
nificant, positive effect on managers’ reports of financial per- 
formance (b= 477, p= 004) or customer relationship perfor- 
mance (b = 515, p = 001) Both the cost emphasis and the 
dual emphasis had an insignificant impact on financial perfor- 
mance and customer relationship performance ? 





7We followed this analysis and the analysis involving the sec- 
ondary measures with a validation. approach that randomly 
removed 25% of the observations several times to check for para- 
meter stability by comparing the estimated parameters on different 
samples of the whole data set Although the magnitude of the para- 
meters varied from sample to sample, the overall pattern of our 
findings was consistent 


Constructed dual emphasis We also examined the 
impact of the quality profitability emphases using a measure 
of dual emphasis constructed from the interaction of the rev- 
enue and cost emphases We used a two-step hierarchical 
linear moderator regression model by entering the mean- 
centered revenue and cost emphasis main effects and the 
control variables during Step 1 and the constructed dual 
emphasis 1n Step 2 

In both cases, the entry of the constructed dual emphasis 
on the second step does not explain a significant amount of 
variance (financial performance change in Ва, 53) = 694, 
ns, and customer relationship performance change in 
Fa, 55) = 795, ns) Given these results, the main-effects 
model results remain the focus Examining these, we find 
that only the revenue emphasis had a significant, positive 
effect (financial performance b = 341, p = 009, and cus- 
tomer relationship performance b = 497, p = 000) 8 Com- 
plete results are given in Table 4, Part B 

Next, as with the measured models, we examined 
whether interactions reflecting various organizational and 
environmental factors moderated the impact of the quality 


——————————————————— 

8In addition to the constructed dual emphasis, we took precau- 
tions and examined our predictions using two other approaches 
The first involved entering each one of the quality profitability 
emphases into a simple regression model The results indicated that 
the pattern we observed т the multiple regression models was 
replicated Specifically, the revenue emphasis was the only signif- 
icant, positive indicator The second approach involved examining 
the impact of the quality profitability emphases ın a structural 
equation model The virtues of this approach are that it does not use 
summated scales and therefore models the error associated with the 
variables and it permits the latent constructs to be correlated We 
tested the two models for which multiple indicators of the depen- 
dent variable were available (financial performance and customer 
relationship performance) The results indicate that the revenue 
emphasis had a significant, positive impact 1n both models, the 
dual emphasis had a significant, negative impact on financial per- 
formance and no significant effect on customer relationship 
performance 
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TABLE 4 


The Impact of Quality Profitability Emphasis on Firm Performance: Primary Data 





A: Measured Dual Emphasis 





Financial Performance 


Customer Relationship Performance 





Final Model Statistics 
Adjusted R? 
F-statistic 
df 
p-Value 


Final Predictors 
Revenue emphasis 
Cost emphasis 
Dual emphasis 
Firm size 
Individual manager performance 


Model Statistics 


Step 1 
R? 
F-statistic 


Step 2 (containing constructed 


dual emphasis) 
Change in R? 
Change in F-statistic 
Change in d f 

p. Value 


Final Predictors 
Revenue emphasis 
Cost emphasis 
Firm size 
Individual manager performance 


125 212 
2 653 3 420 
5, 53 5, 55 
033 003 
ba (ђе Б (t 
477 (2982y" 515 (8420)** 
-040 (-323) 007 (061) 
—217 (-1 368) -030 (– 199) 
—303 (-2 392)" – 293 (-2 452)" 
– 055 (– 446) – 161 (–1 398) 


B: Constructed Dual Emphasis 


Financial Performance 


Customer Relationship Performance 


172 277 
2 804** 5 361*** 
4, 54 4, 56 
035 001 
010 010 
674 795 
1, 53 1, 55 
ns ns 
b (t) b (t) 
341 (2701)"* 497 (4230)“ 
—044 (- 328) 007 (058) 
— 309 (-2 415)** – 295 (-2497)* 
– 043 (– 345) – 160 (-1 403) 


aStandardized coefficients are used throughout 
bt refers to the t-statistic for the estimated coefficients 


profitability approaches As previously, we introduced these 
interactions on the second step of the model and found that 
they did not explain a significant level of additional variance 
in financial performance (change in Ко, 45, = 833, ns) or 
customer relationship performance (change in Fig зуу = 807, 
ns) This means that the moderating factors do not influ- 
ence the validity of our results 


Firm Performance: Secondary Data 


We analyzed the effect of quality profitability emphasis on 
future profitability (ROA) and stock returns, partially ame- 
lhorating the problems of cross-sectional correlational stud- 
ies in interpreting causality The use of secondary data also 
enabled us to control statistically for unobserved firm-level 
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factors that have a contemporaneous correlation between the 
independent variables and the error (eg, Boulding and 
Staelin 1995, Jacobson 1990, Schmalensee 1987) A typical 
approach to controlling for the effects of omitted variables 
when long-term data are available 15 the instrumental vari- 
able approach (Hausman 1978), which uses two-stage least 
squares (2SLS) to produce coefficient estimates that are not 
contaminated by omitted variables that may be correlated 
with the independent variables (Greene 1997, pp 288-95, 
Leeflang et al 2000, p 334) 

For the first stage of 2SLS, we used a set of years 
(КОА ово, КОА 999, КОА зоо], КОА 992) аѕ ће independent 
variable to predict each quality profitability emphasis We 
chose those years because they fell before 1998 (our perfor- 
mance measurement year) and therefore by definition can- 


not be correlated with the error term in the 1998 equation 9 
We estimated the predicted values of each of these quality 
emphases, known as instrumental variables, in the model 
and used them tn the second stage of the 2SLS to predict 
ROA ın 1998 We performed the Hausman test of the equal- 
ity of the estimates produced by the use of the instrumental 
variables and estimates produced by nonadjusted indepen- 
dent variables. The results indicated the need for the instru- 
mental variables 19 

The stock returns analysis was based on data from 
CRSP, which reports holding period return, as is frequently 
analyzed ın the finance and accounting literature, in part 
because it has been “differenced” across the days in the year 
and therefore 1s not biased by constant unobserved factors 
within the year As a result, 1nstrumental variables were not 
necessary to deal with omitted variables 

Given the use of instrumental variables in the case of 
ROA and the construction of stock returns in CRSP, it may 
not be necessary, strictly speaking, to 1nclude any moderat- 
ing variables, as was the case with the primary data To be 
conservative, however, we included the two control vari- 
ables in the model We included firm size because it 1s reg- 
ularly included in strategy research as a measure of firm 
resources We included individual manager performance 
because we sought to account for the individual manager's 
biases ın evaluating the firm's quality emphases that might 
be due to his or her own performance in the firm Recall that 
we also included these control variables in the primary data 
analysis 

The individual respondent sample size for our secondary 
data analysis 1s somewhat smaller (134 for the ROA analy- 
sis, 117 for the stock returns analysis) than the sample size 
(186) for our primary analysis This is because some of the 
firms in our sample are not publicly held, therefore, stock 
returns and profitability metrics are not available in CRSP 
and COMPUSTAT This, in turn, reduces the total business 
unit sample size from 71 to 53 for the ROA analysis and to 
45 for the stock returns analysis 


Measured dual emphasis We began by estimating mod- 
els with the measured dual emphasis As with the primary 
data, we first examined collinearity levels and found them to 
be well within the range of acceptability Following this, we 
tested whether the interactions should be included Across 





9Before using the ROA to generate the predicted instrumental 
variables, we took one additional precaution, which was to remove 
any autocorrelation 1п the residuals among these years We accom- 
plished this by regressing, for example, КОА, _ , on ROA, ROA, _> 
on ROA, _ |, and so forth for each of the years We then used the 
residuals obtained from each of these models as input for the Haus- 
man test 

10Johnston and DiNardo (1997, р 259) recommend а modifica- 
tion to the Hausman test involving a test of Y = x«i + 
XistrumentalB2 + €, Where Xregutar are the original independent varı- 
ables, Xinstrumental ate the instrumental variables (formed in stage 
one), and the Bs are coefficient vectors If the nested F-test that 
relates a model with instrumental vanables to a model without 
instrumental variables 1s significant, then instrumental variables 
are Justified The results for the measured dual emphasis (Fi; 44) = 
10688. p = 000) and the constructed dual emphasis (Ез, 44) = 
11761, p = 000) provided clear evidence that instrumental мап- 
ables were required 


both of the dependent variables (ROA and stock returns), the 
entry of the interaction effects on Step 2 did not explain a 
significant level of additional variance in the model (ROA 
change in Fø, 35) = 1 049, ns, and stock returns change in 
Fo, 23) = 859, ns ) 11 

Given that the entry of the interaction effects was not 
significant, we report the results from the model that con- 
tains only the three quality profitability emphases and the 
two control variables The results are given 1n Table 5, Part 
A For ROA, the overall model is significant (Ес 47) = 
7 746, p = 0001) The revenue emphasis had a positive and 
significant impact (b = 775, p = 000), whereas the cost 
emphasis (b = 208, n s ) and dual emphasis (b = 091, ns) 
were insignificant 

For the size-adjusted stock returns, the overall model 15 
moderately significant (Ес, 39, = 2 374, p = 057) Тһе rev- 
enue emphasis had a significant, positive impact (b = 387, 
p = 056), whereas the cost emphasis had an insignificant 
effect (b = — 185, n s ) and the dual emphasis had a signifi- 
cant, negative impact (b = — 455, p = 021) 


Constructed dual emphasis Following our approach for 
the primary dependent measures, we also examined the 
impact of the quality profitability emphases using a measure 
of dual emphasis constructed from the interaction of the rev- 
enue and cost emphases We again used a two-step hierar- 
chical linear moderator regression model by entering the 
mean-centered revenue and cost emphasis main effects and 
the control variables in the first step and the constructed dual 
emphasis 1n the second step 

In the case of ROA, the entry of the constructed dual 
emphasis in the second step did not explain a significant 
amount of variance (change in Fy, 47) = 2 223, ns) In the 
case of size-adjusted stock returns, the entry of the con- 
structed dual emphasis was significant (change in Е 39) = 
5 862, p = 02) Therefore, the final model results report all 
three quality profitability emphases 

We next considered whether any of the moderating vari- 
ables affected our results As previously, we entered the 
interactions of the profitability emphases and the moderat- 
ing variables in the second step of the model The results 
indicate that the entry of the interactions for ROA (change in 
Бо, 35) = 1 735, n s ) and stock returns (change ın Fro, 26) = 
736, n s ) was not significant, which indicates that an exclu- 
sive. focus on our profitability emphases was appropriate 
(see Table 5, Part B) 

Considering ROA, the revenue emphasis had the only 
significant, positive effect (b = 761, p = 004) The cost 
emphasis was not significant (b = 211,ns) Recall that the 
constructed dual emphasis was not significant upon entry 
For the stock returns, recall that the constructed dual empha- 
sis was significant upon entry, however, its effect on stock 
returns was significant and negative (b = —400, p = 02) 
Conversely, the revenue emphasis was moderately signifi- 
cant and positive (b = 286, p = 103) 


‘Interaction models involving ROA used the noninstrumented 
version of those predictors This was necessary because the inter- 
actions involving the instrumental variables introduced high levels 
of collineanty, producing results that could not be interpreted 
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ТАВ|Е 5 
The Impact of Quality Profitability Emphases on Firm Performance: Secondary Data 


A: Measured Dual Emphasis 


ROA 1998 Size-Adjusted Stock Returns 1998 

Model Statistics 

Adjusted R2 393 .135 

F-statistic 7 746"*** 2374* 

df 5,47 5, 39 

p-Value 000 057 
Predictors ba (tye b (t) 

Revenue emphasis 775 (3081)*** 387 (1967) 

Cost emphasis 208 (820) —185 (-1298) 

Dual emphasis 091 (807) —455 (-2 408)" 

Firm size 220 (1961) 202 (1353) 

Individual manager performance 179 (1628) – 093 (-634) 


B: Constructed Dual Emphasis 


ROA 1998 Size-Adjusted Stock Returns 1998 
Model Statistics 
Step 1 
Аг 444 119 
F-statistic 9 590*** 1355 
df 4, 48 4, 40 
p-value 005 267 
Step 2 (containing constructed 
dual emphasis) 
Change in R? 025 115 
Change ın F-statistic 2223 5 862“ 
Change in d f 1, 47 1, 39 
p-Value ns 02 
Final Predictors b (t b (t) 
Revenue emphasis 760 (3038)" 286 (1669)* 
Cost emphasis 211 (834) —145 (-1 018) 
Dual emphasis¢ —400 (-2 421)** 
Firm size 234 (2.116)** 233 (1580) 
Individual manager performance 195 (1813) —034  (-238) 


aStandardized coefficients are used throughout 
bt refers to the t-statistic for the estimated coefficients 


стће dual emphasis results are reported only for the size-adjusted stock returns model and not the ROA model, because entry of dual emphasis 
was significant only for the former and not the latter 


“p< 1 
“p< 05 
“p< 01 
“p< 001 

Exploring the effect of firm-level data We measured the did one-way analyses of variance on the secondary data and 
dependent measures for the secondary data at the firm level, multiplied the between company mean squares by 644 
because business unit data were not available We tested However, this ıs an overestimate for within-company varı- 
whether this might have an effect on our results The sum of ance, because independent variable deviations. from the 
squares relating to the dependent variable can be рагипопей company mean should be correlated with the estimated Y 
into between companies sum of squares and within compa- Therefore, we conducted multiple regressions using 
nies sum of squares, and ıt seems reasonable to assume that firm-level data to obtain the approximate percent variance 
the ratio of within company mean square to between com- explained by the explanatory variables, uncontaminated by 
pany mean square should be roughly the same in the primary the within-company variance Multiplying (1 — R?) by the 
and secondary data We performed one-way analyses of company variance estimate resulted in an estimated within- 
variance with firm as treatment on the financial performance company variance, after we controlled for the explanatory 
measure and found that the mean square within company variables Taking the square root produced the estimated 
was 644 x the mean square between companies We then standard deviation within company We then obtained ran- 
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dom normal deviates from a normal distribution with mean 
zero and the preceding square root and added it to the firm 
measure This yielded simulated business unit dependent 
variables, with approximately the correct amount of within- 
company variance We then ran the regressions as previ- 
ously The ROA results produced the same pattern of signif- 
icant, positive effects for the revenue emphasis, whereas the 
stock returns showed insignificant (but directionally similar) 
effects for the revenue emphasis and replicated the signifi- 
cant, negative effects for the dual emphasis Therefore, the 
conclusions from our analyses are mostly unaffected by the 
use of firm-level dependent measures 


Quality Profitability Emphasis Trends 


Our empirical results suggested that the revenue emphasis 
may produce better financtal outcomes, which led us to 
wonder whether firms were adopting the revenue emphasis 
over tme Our survey asked managers to evaluate their 
firm's quality profitability emphases (1) five years ago, (2) 
currently, and (3) five years from now, relative emphasis 
was measured on а seven-point scale from 1 = "all efforts 
directed at cost reductions" to 7 = "all efforts directed at sat- 
isfying and retaining customers” Presumably, a pure rev- 
enue emphasis would imply the right-hand (7) side of the 
scale, a pure cost emphasis would imply the left-hand (1) 
side of the scale, and a pure dual emphasis would imply the 
middle (4) of the scale The mean relative emphasis shifted 
from 3 45 (toward a cost or dual emphasis) five years previ- 
ously to 4 49 (more of a revenue or dual emphasis) at the 
time of the study to 5 31 (even more of a revenue emphasis) 
projected five years into the future 

To test whether there were perceived shifts in quality 
profitability emphasis over time, we conducted one-sample, 
two-tailed t-tests of the hypothesis that there was no change 
Referring to the three measurements as PREVIOUS, CUR- 
RENT, and FUTURE, we calculated changes from one 
period to the next as DELTA] = CURRENT - PREVIOUS 
and DELTA2 = FUTURE - CURRENT А one-sample t-test 
for DELTA] resulted in а t-value of 7 314 (significant at p « 
001), and a test of DELTA2 resulted in a t-value of 7 661 
(again significant at p < 001) To gain further insight, we 
then regressed DELTA1 on PREVIOUS and DELTA2 on 
CURRENT We observed regression to the mean The first 
regression was estimated DELTAI = 3 784 — 794 x PRE- 
VIOUS, and the second regression was estimated 
DELTA2 = 3 804 — 662 x CURRENT This indicates that 
companies with less revenue emphasis are the ones experi- 
encing greater shifts in their quality profitability orientation 


Discussion 


Summary of Findings 


Collectively, these primary and secondary results suggest 
that firms adopting a revenue emphasis to manage quality 
profitability may reap the greatest rewards The revenue 
emphasis showed a significant, positive impact on financial 
performance and customer relationship performance, as 
reported by managers It also had a one-year-ahead positive 
impact on ROA and stock returns The cost emphasis had no 


effect on primary or secondary measures of performance 
Likewise, the dual emphasis had no effect on financial per- 
formance and customer relationship performance as 
reported by managers, nor on one-year-ahead ROA from the 
secondary data Both the measured and the constructed dual 
emphasis, however, exerted a negative effect on one-year- 
ahead, size-adjusted stock returns 


The Optimal Quality Profitability Emphasis in 
Organizations 


Our research implies that the two faces of quality (revenue 
expansion through customer satisfaction and cost reduction 
through efficiency) are not two sides of the same coin They 
are distinct and affect firm performance differentially Fur- 
thermore, a company may have different emphases with 
respect to quality Our research suggests that companies 
should clearly determine whether they are emphasizing cus- 
tomer satisfaction (revenue emphasis), efficiency (cost 
emphasis), or both at once (dual emphasis) 

More important, our research indicates that a revenue 
emphasis may be the most effective quality profitability 
emphasis for organizations Across both cross-sectional, 
manager-reported performance and longitudinal objective 
performance indicators, firms using revenue approaches to 
quality profitability outperformed firms that used either cost 
or dual approaches This set of results is robust to differ- 
ences in the turbulence of competitive environments, 1n 
firms’ past quality profitability emphases, and in the devel- 
opment of firms’ quality information systems Moreover, 
our results conform to this pattern when either a measured 
or a constructed dual emphasis variable 15 used Finally, our 
results stand up to four distinct modeling approaches that 
resolve different empirical challenges associated with our 
measures and analyses 

As previously noted, prior research in marketing has not 
resolved whether an emphasis on building revenues through 
customer-focused activities should be accompanied by an 
emphasis on reducing costs, even though the literature states 
strongly that customer focus and market orientation lead to 
positive financial outcomes Our results resolve this uncer- 
tainty by providing some empirical evidence for the 1mpor- 
tance of a sole revenue emphasis in firms’ financial perfor- 
mance The results provide some support for the idea that 
firms should allocate more resources to initiatives such as 
customer satisfaction programs, customer retention and loy- 
alty programs, customer relationship management рго- 
grams, and customer equity programs but should allocate 
fewer resources to quality programs that are designed to 
1mprove efficiency and reduce costs 

For the most part, both the dual and cost quality prof- 
itability emphases had an insignificant 1mpact on firm per- 
formance In the case of Size-adjusted stock returns, how- 
ever, both the constructed and the measured dual emphasis 
measures negatively affected firm performance We theo- 
rized that organizational systems and structures involved in 
implementing both a revenue and a cost emphasis might 
involve nonreinforcing learning systems, system dynamics, 
and incentive systems that reduce the financial Impact of 
quality profitability efforts Alternatively, firms in our study 
may have had a fixed budget, making и difficult for the two 
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concurrent emphases (revenue and cost) to achieve critical 
mass 

At the same time, we did not expect to find a negative 
effect These results may indicate that financial analysts 
anticipate the types of organizational repercussions we 
expected under a dual emphasis These results may also sug- 
gest, however, that analysts view a dual emphasis as an 
attempt by firms to “play the spread,” which they perceive as 
poor management acumen or risk aversion In either case, 
such 1deas should correct themselves over time as analysts 
learn more about the true 1mplications of various quality 
profitability emphases ТЕ so, it 1s likely that our results pro- 
vide insights into the possibly deleterious organizational 
dynamics and conflicts set in motion by the dual emphasis 

Previous research has indicated the possibility of a trade- 
off between customer satisfaction and productivity for ser- 
vice firms, but not for goods firms (Anderson, Fornell, and 
Rust 1997, Huff, Fornell, and Anderson 1996) Therefore, 
because our results favor the revenue emphasis, one question 
15 whether they might be moderated by the extent to which 
a company is a service business Similarly, because produc- 
tivity improvement 15 related to internal process quality 
improvement and cost reduction, it might be inferred from 
our results that the dual emphasis would perform better for 
firms with less service intensity We examined this possibil- 
ity by testing for the presence of significant interactions 
between each quality profitability emphasis and the intensity 
of the firm's service level (1e , the degree to which a com- 
pany is a service provider as opposed to a goods provider) 
We failed to find support for this inference in our model test- 
ing The preference for the revenue emphasis as opposed to 
the dual emphasis appears to hold across the board 


Further Research 


Future work might examine a wider set of contingencies that 
could influence the financial implications of various quality 
profitability emphases The relationship of the business 
cycle to the effectiveness of quality profitability emphases, 
for example, would be a fertile area of research, as would 
the stage of development of the national economy in which 
the business unit operates 

Further research should also examine the firm, customer, 
competitor, and environmental factors that tend to create these 
emphases In the latter regard, recent exploratory work by 
Morgan and Piercy (1996) examines a firm’s overall strategy 
on firm performance The authors focus in particular on a 
firm's differentiated quality strategy and its low-cost quality 
strategy and suggest that the two approaches cannot be used 
within the same firm In an extension, they describe the role of 
marketing in each strategy condition as contingent on whether 
the quality differences are objective or only perceived. Draw- 
ing from their work, we would expect a revenue focus to evolve 
more from a differentiation strategy than from a low-cost strat- 
egy and more from perceived than from objective quality We 
expect perceived to be stronger than objective quality, because 
objective quality may increase managers’ focus on the product, 
whereas perceived quality has a clear customer focus 

Another issue for further research that cuts across all 
these studies 1s where such an emphasis resides within the 
organization Specifically, does the customer focus of a firm 
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reside in the belief systems of the people who make up the 
organization, or does it instead reside in the collective belief 
systems of the organizational culture, beyond the people 
who constitute 1t? Despite the demonstrated importance of 
customer focus to firm success, research has not examined 
the locus of customer-oriented belief systems or investigated 
whether different locations influence the ability of customer 
focus to affect a firm's financial performance 


Limitations 


Several limitations. of our current study should also be 
acknowledged As is true for a great deal of empirical strategy 
research, we use self-reported data on such key dependent 
variables as firm performance To remedy concerns regarding 
method bias, we introduced the use of secondary indicators of 
longitudinal firm performance in the form of ROA and size- 
adjusted stock returns These performance measures are also 
imperfect, because they examine overall firm performance, 
not business unit performance It would be optimal to have 
secondary business unit performance measures to match our 
business unit-level evaluations of the independent variables, 
but no such data are available The strength of our article 15 
that ıt looks across our objective and subjective measures for 
trends regarding the impact of quality profitability emphases 

We also acknowledge that our sample does not represent 
a true probability sample of all organizations, because we 
created a sample of firms that are actively involved with 
evaluating returns from quality It could be that this sample 
15 somewhat more progressive than would be obtained from 
simple random sampling 

We also recognize that our results may be dependent on 
the economic climate in which the data were generated One 
plausible alternative to our viewpoint, for example, might 
hold that macroeconomic factors influence which of the 
quality profitability emphases 15 best at a particular time 
When energy prices rise, for example, the cost emphasis 
may be more effective, when disposable income is high, the 
revenue emphasis may do better It 1s impossible to know 
whether this interpretation 15 correct without replicating our 
study in a different macroeconomic climate Replication of 
this research, ın either the past (if possible to do) or the 
future, would be helpful in confirming the universality of the 
results 


Conclusion 


How a firm should attempt to derive financial benefits from 
quality might vary depending on the functional perspective 
it takes Marketing tends to address the problem from a rev- 
enue perspective and operations from a cost reduction or 
efficiency perspective Although it might appear possible to 
double the benefit by using both approaches simultaneously, 
our empirical findings suggest that firms can achieve greater 
financial returns from quality improvements by emphasizing 
revenue generation solely, along with its underlying focus 
on customer satisfaction and retention The results from 
such an emphasis exceed those arising from a focus on costs 
alone or from attempts to balance a dual emphasis on both 
revenues and costs These findings reinforce the literature 
that describes tensions between revenue building and cost 


reduction firm dynamics and learning systems It also соп- 
tributes to the literature on market orientation by suggesting 
that a market orientation may not be fully compatible with a 
concurrent emphasis on cost reduction 


Appendix: Measures 


Quality Profitability Emphases 


Revenue Emphasis 
Rate the degree to which the managers in your division 
agree with the following statements about initiatives to 
improve the quality of products and processes (1 = “low 
level,” 7 = “high level") 
| The purpose of quality improvement is to improve 
customer satisfaction/retention 
2 Quality improvements should be differentiated by 
their impact on customer satisfaction/retention 
3 It is best to invest in improving those initiatives that 
greatly increase customer satisfaction/retention 
4 Quality improvements should always result in 
increased revenues 
Rate the extent to which your division encourages man- 
agers to take the following actions regarding efforts to 
improve the quality of products and processes 
5 Build revenues by increasing customer satisfaction/ 
retention 
6 Invest ın improving those activities. that generally 
increase customer satisfaction/retention 


Cost Emphasis 
Rate the degree to which the managers in your division 
agree with the following statements about initiatives. to 
improve the quality of products and processes (1 = “low 
level," 7 = "high level") 
| The purpose of quality improvements is to reduce 
costs 
2 Quality improvements should be differentiated by 
their degree of cost saving 
3 Quality improvements should always result in 
reduced costs 
Dual Emphasis 
Rate the degree to which the managers in your division 
agree with the following statements about initiatives. to 
improve the quality of products and processes (1 = "low 
level,” 7 = “high level") 
| Customer satisfaction/retention efforts should always 
consider the long-term impact on costs 
2 Cost reduction efforts should always consider the 
long-term impact on customer satisfaction/retention 
3 It is possible that investments in quality programs сап 
increase customer satisfaction/retention and. reduce 
costs at the same time 
Rate the extent to which your division encourages man- 
agers to take the following actions regarding efforts to 
improve the quality of products and processes 
4 Consider the long-term effect of cost reduction efforts 
on customer satisfaction/retention 
5 Consider the long-term effect of customer satisfac- 
tion/retention efforts on costs 
6 Manage as 1f quality programs can increase customer 
satisfaction/retention and reduce costs at the same time 


Primary Performance Outcomes 


Relative to your division’s stated objectives, how 15 your 
division performing on (1 = “worse,” 4 = “on par,” and 7 = 
“better”) 


Customer Relationship Performance 
1. Customer satisfaction? 

2 Customer retention? 

3 Service quality? 


Financial Performance 
1 Sales? 

2 Profitability? 

3 Market share? 


Secondary Performance Outcomes 


КОА (from COMPUSTAT) 
Size-Adjusted Stock Returns (from CRSP) 


Variables Affecting Impact of Quality Profitability 
Emphases 


Industry Competitiveness (Jaworski and Коћћ 1993) 
Use the scale at the top of the page to rate your division’s 
operating environment (1 = “strongly disagree,” 4 = “ипсег- 
tain,” and 7 = “strongly agree”) 
1 Competition in this product/service area 15 very cut- 
throat 
2 One hears of a new competitive move in this prod- 
ucUservice area almost every day 
3 Our competitors in this product/service area are rela- 
tively weak 


Quality Profitability Information Processes (adapted 
from Moorman 1995) 

Rate your division’s processes for using information that 
ties quality initiatives to financial outcomes To what extent 
does your division have processes (either formal or infor- 
mal) (1 = “low level,” 4 = “moderate level” 7 = “high 
level") 

| That rely on this information to make decisions 

related to customer satisfaction/retention? 

2 That use this information to solve specific customer 

satisfaction/retention problems? 

3 That use this information to implement various cus- 

tomer satisfaction/retention initiatives? 

4 That use this information to evaluate customer satis- 

faction/retention performance? 


Past Quality Profitability Emphasis 

Five years ago, how did your division allocate its quality 
improvement efforts? 
АН efforts directed 

at satisfying and 
retaining customers 


АП efforts directed 
at cost reductions 


Service Intensity 
Evaluate your division's present operations on the fol- 
lowing scale 


Producing goods Providing services 


Control Variables 


Firm Size (from COMPUSTAT) 
Number of employees 
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Individual Manager Performance 

Use the scale at the top of the page to rate your individ- 
ual performance (1 = "strongly disagree,” 4 = “uncertain,” 
and 7 = “strongly agree") 


1 I have generally performed better than my peers in 
comparable jobs 

2 Iam more effective in my job than my peers 

3 Ihave been promoted at a faster rate than my peers 


EE il 
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Charles H. Noble, Rajiv K. Sinha, & Ajith Kumar 


Market Orientation and Alternative 
Strategic Orientations: A 
Longitudinal Assessment of 
Performance Implications 


Although the merits of maintaining a market orientation have been extensively discussed in the literature, studies 
examining the empirical link between market orientation and performance have shown mixed results The authors 
explore the relative performance effects of vanous dimensions of market orientation using a longitudinal approach 
based on letters to shareholders in corporate annual reports Furthermore, the authors examine the relative effects 
of alternative strategic orientations that reflect different managerial priorities for the firm The authors also extend 
previous work by considering the mediating effects of organizational learning and innovativeness on the orienta- 
tion-performance relationship The results show that firms possessing higher levels of competitor orientation, 


national brand focus, and selling orientation exhibit superior performance 


influence a firm's marketing and strategy-making 
activities They represent the elements of the organi- 
zation's culture that guide interactions with the marketplace, 
both with customers and competitors. Research in marketing 
has focused almost exclusively on maintaining a market оп- 
entation, based on the adoption and implementation of the 
marketing concept A market orientation 15 not the only 
viable strategic orientation, however Many successful firms 
have followed a production orientation, based on the belief 
that production efficiencies, cost minimization, and mass 
distribution can be used effectively to deliver quality goods 
and services to the consumer at attractive prices. Another 
alternative, a selling orientation, is based on the view that 
consumers will purchase more goods and services if aggres- 
sive sales and advertising methods are employed This 
approach emphasizes short-term sales maximization over 
long-term relationship building Contrary to the market 
orientation-or-nothing view that has generally been offered 
in the literature, we explore these alternative perspectives 
and their effects on company performance 1n a longitudinal 
study of major competitors in a single industry 
For marketers, the emphasis that has been placed on the 
antecedents and consequences of maintaining a market ori- 
entation 15 not surprising The main tenets of this view— 


Sin orientations are the guiding principles that 
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customer-oriented thinking, market analysis and under- 
standing, and the imbedding of the marketing concept 
throughout the organization—are some of the truly funda- 
mental principles in the discipline The attributes associated 
with the successful practice of other strategic orrentations— 
production efficiencies, cost minimization, and “hard sell" 
tactics—are either outside the realm of marketing or, in the 
last case, in the domain of what many would consider ethi- 
cally questionable marketing Nevertheless, ignoring these 
or other alternative orientations in our research does not 
mean that they are not viable and potentially lucrative busi- 
ness approaches 

Within market orientation. research, certain empirical 
challenges have arisen. The fundamental assumption that 
firms exhibiting greater market orientation will show better 
financial and market performance has had mixed support in 
research to date In part, this has resulted from challenges in 
effectively measuring the construct Data in these studies 
have been largely limited to cross-sectional examinations of 
current organizational attitudes and practices and their rela- 
tionship to performance and other outcomes For the con- 
sideration of an organizational characteristic that 15 as 
deeply imbedded and slowly evolving as market orientation, 
a long-term analysis approach is more appropriate 

In this study, we examine the rewards of maintaining a 
market orientation in a broader context, juxtaposed against 
alternative marketing management philosophies The panel of 
market-leading companies used here enables us to examine the 
stability of strategic ortentation—performance relationships 
over an extended period ın a dynamic industry Furthermore, 
although arguments can be made for considering the complex 
market orientation construct on a holistic basis, we use a dis- 
aggregated approach that enables us to consider the relative 
influence of all elements of market orientation on performance 

Recent research has suggested that the effects of market 
orientation on performance should be considered within a 
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broader context of organizational variables (see Hult and 
Ketchen 2001) Here, we examine two central factors in the 
stream, organizational learning and innovativeness, as medi- 
ating forces in the relationships between strategic orienta- 
tions and performance In summary, this study demonstrates 
a novel methodology that we use to produce a longitudinal 
study of the effects of market orientation and other strategic 
orientations on performance, within a broader context of 
mediating organizational variables 


Cultures and Orientations 


The concepts of market orientation, strategic orientation, 
and culture are closely intertwined Market orientation has 
been a central research area for the Marketing Science Insti- 
tute (MSI) for more than ten years As the topic of at least 
two focused conferences and one summary collection of 
writings, market orientation has been studied from many 
different perspectives, including both the antecedents and 
the consequences of being market oriented (Deshpandé 
1999) The nature of the concept itself has also been care- 
fully considered At the most recent conference on the topic, 
two significant themes emerged from the work 1n the area 
(see Deshpandé 1999, p 2) (1) the need to consider market 
orientation at multiple levels, including as a corporate cul- 
ture and as a strategic orientation, and (2) a need to under- 
stand both the antecedents and the performance conse- 
quences of being market oriented The research reported 
here addresses both of these issues 

Any differences among “culture,” “strategic orienta- 
tion,” and “market orientation” have not been well estab- 
lished, in part because of different definitions and treatments 
of the constructs in the literature In the seminal coverage in 
marketing literature, organizational culture has been defined 
as "the pattern of shared values and beliefs that help indi- 
viduals understand organizational functioning and thus pro- 
vide them norms for behavior ın the organization" (Desh- 
pandé and Webster 1989, p 4) In this view, culture centers 
on embedded values and beliefs that guide behavior There- 
fore, it 15 assumed that culture guides the behaviors that ulti- 
mately influence performance 

Is market orientation a relatively immutable element of 
organizational culture? Or is it an organizational choice, 
related to the adaptive strategies pursued by firms in a given 
time frame? This question has not been answered defini- 
tively in the literature The former perspective holds that 
market orientation must be understood within the broader 
context of organizational culture (Deshpandé, Farley, and 
Webster 1993) In this view, market orientation 1s a deep- 
rooted attribute of the firm, with implications for organiza- 
tional information processing (Kohli and Jaworski 1990) 
The alternative view, that a firm's degree of market orienta- 
tion 15 largely a matter of choice and resource allocation, 15 
illustrated by Ruekert (1992, p 228) "[Market orientation 
1s] the degree to which the business unit obtains and uses 
information from customers, develops a strategy which will 
meet customer needs, and implements that strategy by being 
responsive to customers' needs and wants " This perspective 
suggests that with the proper resources and focus, an orga- 
nization can become more market oriented in a relatively 
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rapid response to corporate directives This has а multitude 
of implications, including the idea that market orientation 
can be actively managed on the basis of current market con- 
ditions and tactical objectives Adding further complexity to 
this discussion 1s an attempt to integrate the concept of 
strategic orientations 

Strategic orientations have been considered ın both mar- 
keting and strategic management literature Miles and 
Snow's (1978) framework of alternative strategic orienta- 
tions has been used to study various outcomes, many of 
which center on performance (e g , Conant, Mokwa, and 
Varadarajan 1990) Other studies of so-called strategic ori- 
entations have used different typologies, including the 
propensity of firms to be opportunity seeking or problem 
avoiding, to maintain an external versus internal orientation, 
or to pursue differentiation-based or cost-based strategies 
(е 2, Wright et а! 1995) Yet another approach has exam- 
1ned strategic orientations as reflections of the beliefs and 
mental models of senior executives (Hitt et al 1997) This 
view ties organizational cognition to elements of culture 

There 15 no definitive view on the nature of strategic оп- 
entation As summarized by Morgan and Strong (1998), the 
concept has variously been described as strategic fit, strategic 
predisposition, strategic thrust, and strategic choice They have 
summarized this array of perspectives into three general cate- 
gories of strategic orientations narrative approaches, which 
are anchored in qualitative methodologies and generally result 
т unique case study-like characterizations, classificatory 
approaches, which attempt to group strategies on the basis of 
preexisung or derived categories (e g , Miles and Snow 1978), 
and comparative approaches, which identify combinations of 
traits and dimensions of strategy (e g , Venkatraman 1989) 

On reviewing these alternative perspectives on strategic 
orientation and research to date, we offer a fourth possibil- 
ity and organize these views into a simple framework 
(shown ın Figure 1) The framework we offer considers the 
determinants used in the assessment of a firm's strategic ori- 
entation, either internal priorities and processes or external 
actions It also incorporates the descriptive goal of the ana- 
lyst as either the categorization of the firm relative to estab- 
lished strategic orientations or the development of a unique 
characterization of the organization The three elements of 
Morgan and Strong’s (1998) framework fit effectively into 
this model We offer a fourth alternative that uses internal 
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priorities and processes to categorize the firm, and we 
describe this as a competitive culture approach to assessing 
Strategic orientation We define competitive culture as the 
dimension of organizational culture that provides the orga- 
nization’s values and priorities in interactions with its mar- 
ketplace—both customers and competitors—and influences 
more specific strategies and tactics This view of strategic 
orientation 1s based on the belief that there 1s a deep, culture- 
driven characteristic of an organization that influences both 
the internal processes of that organization as related to mar- 
keting and strategic thinking and the strategies that emerge 
from that organization Competitive culture should be pri- 
marily influenced by long-term management perspectives 
on the keys to competitive advantage and success in the 
firm's environment Furthermore, the orientation can ђе cat- 
egorized and compared across organizations 

Our definition first distinguishes between culture and 
orientation, treating strategic orientation as a subdimension 
of the culture construct This is consistent with Deshpandé, 
Farley, and Webster's (1993) work that relates market orien- 
tation to culture The definition also enables us to consider 
market orientation as one of several strategic orientations 
that an organization may possess, distinguished primarily by 
attitudes toward customers and competition. Our definition 
can be contrasted with that of Gatignon and Xuereb (1997, 
р 78), who argue that strategic orientations are “the strate- 
gic directions implemented by a firm to create the proper 
behaviors for the continuous superior performance of the 
business" Their view suggests a more malleable and less 
culture-like view of strategic orientations than we take in 
this research In summary, we suggest that one possible view 
of strategic orientations, the competitive culture view, 
allows the integration of market orientation and alternative 
strategic orientations as subdimensions of the broader orga- 
nizational culture construct 


Market Orientation and Performance 


Two closely related frameworks have been the foundation for 
much of market orientation research Narver and Slater 
(1990) view market orientation as consisting of three behav- 
тога! components (customer orientation, competitor orienta- 
ton, and interfunctional coordination) and two decision- 
making criteria (a long-term focus and a profit focus) Kohli 
and Jaworski (1990) offer a more process-driven model that 
considers the stages of generating, disseminating, and 
responding to market intelligence as the essence of market 
orientation The two frameworks share many underlying con- 
cepts and activities, such as the understanding of customer 
wants, cross-functional integration within the firm, and the 
importance of decisive action in response to market opportu- 
nities We chose to operationalize Narver and Slater's (1990) 
framework for this study, because it was better suited to our 
data source 

A fundamental benefit of being market oriented 15 pur- 
ported to be the creation of superior customer value and 
"continuous superior performance for the business" (Narver 
and Slater 1990, p 20) Thus relationship between market 
orientation and performance has been explored by means of 
a wide range of methodologies, contexts, and measures of 


market orientation (Deshpandé 1999) Several studies have 
found support for the fundamental market onentation- 
performance relationship For example, Pelham (2000) 
shows that market orientation has a positive and significant 
relationship to a range of performance measures, including 
marketing effectiveness, sales growth, market share, and 
profitability In a two-period study, Narver, Jacobson, and 
Slater (1999) show that market orientation 15 significantly 
related to sales growth but not to corporate return on invest- 
ment The range of positive outcomes associated with mar- 
ket orientation has been extensive Market orientation has 
been shown to have a positive relationship to return on 
assets (ROA) (Narver and Slater 1990), sales growth, new 
product success (Slater and Narver 1994), and relative prod- 
uct quality (Pelham and Wilson 1996) 

Issues of judgment and perception have been raised as 
Important considerations in market orientation research 
Jaworski and Kohli (1993) find a significant market orienta- 
tion-performance link when using a judgmental assessment 
as the dependent measure but not when using a more objec- 
tive measure, market share Pelham and Wilson (1996) also 
find significant results when using a subjective relative per- 
formance assessment, which suggests that a bias can exist in 
which firms that view themselves as perceptive regarding 
customers and competitors may overstate their performance 

Many empirical findings from studies of the relationship 
between market orientation and performance have produced 
results that are complex and, in several cases, unsupportive 
In several studies of the performance consequences of mar- 
ket orientation in international settings (e g , Bhuian 1998), 
no effects have been found, perhaps suggesting a cultural 
influence on the phenomenon Across many contexts, vari- 
ous studies have found no direct relationship between mar- 
ket orientation and objective measures of performance (e g , 
Han, Kim, and Srivastava 1998) Even in one of the found- 
ing pieces in this stream, performance effects vary on the 
basis of the business context (Narver and Slater 1990) From 
these findings, it appears that more work is needed to under- 
stand the range of factors influencing the relationship 
between market orientation and performance 

Finally, some cautionary issues have arisen in this 
Stream regarding the components of market orientation 
Narver and Slater (1990) do not achieve sufficiently high 
reliability values to evaluate the decision components (long- 
term focus and profit focus) of their model Later work in 
this area has generally avoided an attempt to measure these 
two dimensions of Narver and Slater's original conceptual- 
ization, creating a knowledge gap surrounding these seem- 
ingly important factors In general, studies of disaggregated 
dimensions of market orientation have been avoided or have 
encountered similar problems (see Вћшап 1998) Another 
issue that has been raised pertains to the potential domi- 
nance of the customer dimension in this framework, possi- 
bly diminishing the importance of other market orientation 
components (see Han, Kim, and Srivastava 1998) Although 
it 15 not possible to conclude a great deal from these isolated 
cases, they suggest potentially differential effects of the ele- 
ments of market orientation on various outcome measures 

A few general observations can be derived from the 
broad body of performance-based market orientation 
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research It appears that the fundamental link been market 
orientation and performance has yet to be fully explored and 
supported Issues of perception, varying results perhaps due 
to context, and differences 1n measurement and methodol- 
ogy have created a set of findings that is rich and interesting 
but somewhat lacking in clearly established grounding from 
which to advance knowledge We propose that the combina- 
tion of using a longitudinal approach, disaggregating the 
market orientation construct, and including both related fac- 
tors and alternative strategic orientations into a single study 
should result in findings of sufficient breadth to advance 
knowledge in this area in a meaningful way The longitudi- 
nal approach supports the view that, as a culture-like phe- 
nomenon, market orientation should have a great deal of 
inertia, its development and any associated performance 
benefits should take time to emerge The disaggregation of 
the market orientation construct can be supported both 
methodologically and theoretically In terms of research 
design and interpretation of findings, a disaggregation of the 
market orientation construct allows for better control of the 
error or “noise” that may influence more holistic measure- 
ment attempts Narver and Slater's (1990) framework has 
yet to be completely and effectively studied in a disaggre- 
gated manner 

The theory of sustainable competitive advantage (Day 
and Wensley 1983) offers support for the fundamental 
hypothesized relationship between the elements of market 
orientation and performance From this view, a firmly 
entrenched market orientation creates an advantage that the 
competition has difficulty matching As Morgan and Strong 
(1998, p 1053) describe, "The ability of the market oriented 
firm to outperform its less market oriented competitors 15 
based on the premise that the former can create long-term 
superior value for the firm's customers in comparison with 
the latter" If Narver and Slater's (1990) five elements are 
true dimensions of the construct, it also follows that each 
should be expected to have the same causal effects Consid- 
ering the ultimate goal of market orientation, we suggest that 


H, The five dimensions of Narver and Slater's market оп- 
entation framework will have a positive impact on firm 
performance 


Brand Focus 


Brand development and management have been among the 
primary focal points of the marketing discipline over the 
past decade or more Companies with a history of success- 
ful brand development, such as Procter & Gamble and Nike, 
have created a culture in which all areas of the company are 
dedicated to the branding process Developing this brand- 
focused culture can require significant structural and cul- 
tural changes within the firm For example, an increased 
focus on branding and brand management can result in a 
diminished role for outside advertising agencies, significant 
organizational restructuring, and the enhancement of inter- 
nal entrepreneurial spirit (Low and Fullerton 1994) Given 
the increased prominence of branding within firmwide mar- 
keting strategy and the organizational commitment required 
to execute such an approach, it appears that a deep commit- 
ment to branding 1s indeed a reflection of the firm’s culture 
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Furthermore, the necessary understanding of customers, 
competitors, and organizational processes associated with 
successful branding suggests a tie to the market orientation 
construct We propose that brand focus adds an additional, 
important dimension to Narver and Slater’s (1990) market 
orientation framework and treat it as such ап this study We 
define brand focus as a dimension of market orientation that 
reflects the firm's emphasis on the development, acquisition, 
and leveraging of branded products and services in the pur- 
suit of competitive advantage 

Despite (ће widespread attention to branding across 
many industries in recent years, there still exist significant 
within-industry differences in branding approaches For 
example, across three grocery chains, Corstjens and Lal 
(2000) report wide variations for private label (store brand) 
sales as a percentage of the total for items such as fruit juice 
(20%, 78%, 12%), pasta (30%, 81%, 15%), and several oth- 
ers There are clear differences in these firms’ philosophies 
toward branding, perhaps explained by some combination of 
firm choice variables, organizational inertia, and resource 
constraints Evidence such as this makes an exploration into 
the consequences of various branding approaches more 
compelling 

In retailing, this issue 1s complicated by the opportunity 
to pursue two different branding approaches Private label, 
or store-specific, brands represent some of the best-estab- 
lished brands ın the marketplace From из earliest days, 
Sears, Roebuck and Company has distinguished itself 
through the development of well-regarded private label 
brands such as Kenmore appliances, Die Hard batteries, and 
Craftsman tools More recently, JCPenney has had great 
success with its Arizona Jeans Company brand As an alter- 
native to the private label approach, retailers have the ability 
to offer national brands that are well known to consumers 
but are often offered by competitors as well This can create 
a situation in which national and private label brands com- 
pete directly, for example, Tuff Skins and Levi's jeans both 
vie for the customer's dollar in a Sears store Resolving a 
branding balance is not an easy decision for retailers, as 
recent research has shown that various consumers are drawn 
to private label versus national brands because of a complex 
combination. of demographic and psychographic factors 
(Ailawadi, Neslin, and Gedenk 2001) 

Companies dedicated to a brand focus can not only 
develop compelling propositions for the marketplace but 
also bind their organizations more tightly and increase their 
general effectiveness. Strong culture theory (Denison 1984) 
suggests that a dominant organizational culture provides 
cohesiveness and focus in planning and tactical activities 
This effectiveness should lead to superior organizational 
performance Thus, the cultural impact of a brand focus 
should enhance overall firm effectiveness As Aaker and 
Joachimsthaler (2000) note, however, the nurturing of a new 
brand is a costly and often time-consuming proposition 
Estimates on spending for advertising alone for national 
brand introductions have ranged from $20 million for the 
Nike Air Max line (Aaker and Joachimsthaler 2000) to $240 
million to support the introduction of the Nissan automobile 
line in the United States (Aaker 1991) Recouping this 
investment, even for a successful brand, can be an extremely 
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long-term proposition. Using a relatively short time horizon, 
we expect that a focus on national brands will enhance firm 
performance because of the previously established equity 
for these products Given the considerable investment 
required for private label brand development, we expect a 
drag on corporate financial performance to be associated 
with thts approach in the relatively short run Therefore, 


Нз In the short run, private label brand focus will have а neg- 
ative impact on firm performance 

H3 In the short run, national brand focus will have a positive 
impact on firm performance 


Alternative Strategic Orientations 


From the perspective of competitive culture described in 
Figure 1, we contend that several alternative strategic опеп- 
tatrons can be considered at the same level of abstraction as 
market orientation Alternative orientations. have been 
explored in a somewhat fragmented body of literature In a 
relatively early effort, Keith (1960) examines the historical 
evolution of a single company through phases of production, 
sales, and marketing orientation. Miles and Arnold (1991) 
examine the interrelationship of market orientation. and 
entrepreneurial orientation, finding that the two are indeed 
discrete management orientations Other studies have con- 
trasted market orientation or elements thereof with sales оп- 
entation, production orientation (Pelham 2000), learning 
orientation (Baker and Sinkula 1999), and technological ori- 
entation (Gatignon and Xuereb 1997) 

Despite the compelling nature of the principles of the 
marketing concept, tt 1s probably myopic to assume that a 
market orientation ts the only legitimate guiding model for 
business success Other successful business models exist 
For example, eMachines has focused almost exclusively on 
efficiency and cost minimization to produce personal com- 
puters at a substantial cost and price advantage compared 
with the competition Maximizing customer satisfaction 
regarding features, durability, and customization ts not the 
central motivator in this firm's marketing efforts, yet the rel- 
atively new company has made substantial inroads in win- 
ning market share from established industry leaders eMa- 
chines, as well as companies such as Supercuts, the 
ultra-quick hair cutting salon, McDonald's, and Southwest 
Aurlines follow to varying degrees what has been described 
as a production orientation. This orientation 15 based on the 
belief that the pursuit of production and other operating effi- 
ciencies will produce widely available and relatively inex- 
pensive products and services that will attract consumers 
(Kotler 2000) As suggested by the preceding examples, this 
approach has been successfully applied in industries beyond 
the traditional manufacturing setting The trade-offs inher- 
ent in this approach include a reduced ability to maximize 
customer satisfaction and, in some cases, reduced quality 
due to the extreme focus on cost minimization. The demise 
of the poorly regarded Yugo automobile in the United States 
may reflect a company that pushed this approach past its 
limits 

From a theoretical perspective, this approach is based on 
early work in transaction cost economics by Coase (1937) 
and others, who describe the incentives available to firms 


that deliver fixed output through lowered production costs 
Although most firms practicing this approach pass a portion 
of the profit margin advantage on to customers in the form 
of lower prices, a portion ts also typically retained by the 
firm, which results in economic rents and superior financial 
performance Therefore, we expect that 


H, Production orientation will have a positive impact on firm 
performance 


Another potential strategic orientation 15 based on the 
firm's assumption that consumers will purchase more when 
subjected to aggressive sales techniques and marketing 
efforts A selling orientation focuses on maximizing short- 
term sales at the possible expense of long-term relationship 
burlding (Lamb, Hair, and McDaniel 2000) It ıs based on the 
premise that customer hesitancy toward purchase can be 
overcome through marketing pressures This approach is 
often practiced for “unsought goods" that consumers do not 
normally search for, such as insurance, encyclopedias, and 
funeral plots (Kotler 2000) Time-shared vacation properties, 
traditional car dealers, and many companies using late-night 
“infomercials” might also be classified as demonstrating a 
selling orientation. Although these examples may ın some 
cases represent the antithesis of a market orientation, some of 
these firms are quite profitable For example, Direct Focus 
Inc (2000), maker of the heavily promoted BowFlex line of 
fitness equipment, spent a substantial 32 8% of revenues on 
marketing and selling expenses in a recent fiscal year yet sull 
delivered an impressive 18 5% net profit margin 

From the perspective of value generation, a selling оп- 
entation seems to offer little to the consumer The high 
advertising expenditures inherent ın this approach do not 
add to the desired product or service attributes, improve the 
consequences resulting from use of the product or service, 
or help consumers better achieve the desired end state they 
associate with the product or service (Day 1994) To the 
contrary, the costs generated through this approach should 
inflate selling prices and thereby reduce a consumer's value 
perception given a fixed bundle of product or service bene- 
fits From a relationship-building perspective, а selling 
approach may stimulate short-term sales, but little customer 
loyalty and repeat business can be expected (see Lamb, Hair, 
and McDaniel 2000) Therefore, we expect that the reduced 
value offering and low customer loyalty will result in a neg- 
ative relationship between selling orientation and perfor- 
mance In particular, we expect this phenomenon to exist in 
a retail setting where shopping alternatives for the same 
goods or services can more readily expose inherent short- 
comings in value-based offerings from a selling-oriented 
retailer 


Н; In a retail setting, a selling onentation will have a negative 
impact on firm performance 


The Mediating Effects of Learning 
and Innovation 
As the conceptual network surrounding market ortentation 
has been explored, several factors potentially mediating the 


relationship between market orientation and performance 
have been identified To deepen our understanding of the 
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relationships among market orientation, alternative strategic 
orientations, and performance, we consider two mediating 
factors that may be particularly influential organizational 
learning and innovativeness Organizational learning 
involves the use of new knowledge or insights to facilitate 
performance-enhancing organizational changes Slater and 
Narver (1995, р 63) describe the central role of learning as 
follows 


The critical challenge for any business 15 to create the 
combination of culture and climate that maximizes organt- 
zational learning on how to create superior customer value 
in dynamic and turbulent markets, because the ability to 
learn faster than competitors may be the only зоџссе of 
sustainable competitive advantage 


In this view, market orientation is described as a necessary, 
but not sufficient, factor in the creation of a learning 
organization 

Various views suggesting a positive link between orga- 
nizational learning and performance have been put forth 
Learning has been viewed as a complex resource of the firm 
that can be used to create competitive advantage and, ulti- 
mately, superior performance (Hunt and Morgan 1996) 
Dickson (1996) suggests that learning enables firms to sus- 
tain competitive advantages by continuously improving 
market information-processing activities. faster than the 
competition 

In several ways, the concepts of market orientation and 
learning are intertwined, perhaps in a synergistic fashion 
(Baker and Sinkula 1999) For example, Day (1994) consid- 
ers “outside-in” organizational processes, such as market 
orientation, contrasted with "inside-out" processes, such as 
learning From this perspective, both types of processes 
influence the boundary-spanning activities that influence 
firm performance Hurley and Hult (1998) treat both market 
orientation and learning orientation as elements of organiza- 
tional culture that influence innovativeness and other out- 
comes We broaden Slater and Narver’s (1995) general per- 
spective and consider the effects of cultural elements such as 
market orientation and other strategic orientations on the 
accomplished learning of organizations Consistent. with 
various perspectives on learning, we expect that an organı- 
zation that is effective in learning will exhibit superior per- 
formance Therefore, we expect that 


Hg Orgamzational learning will mediate the relationships 
between strategic orientations (including market опема- 
tion) and firm performance 


Organizational innovativeness has been closely tied to 
market orientation in a range of research Innovativeness 
involves the implementation of new ideas, products, or 
processes (Zaltman, Duncan, and Holbek 1973) Innovative- 
ness has been positively linked to performance m several 
studies (e g , Deshpandé, Farley, and Webster 1993) and has 
been previously shown to mediate the relationship between 
market orientation and performance (Han, Kim, and Srivas- 
tava 1998) In exploring the roots of innovation, Gatignon 
and Xuereb (1997) consider innovativeness as the outcome 
of a firm's resources and its strategic orientation (including 
elements of market orientation) Connor (1999) also posits a 
causal link between market orientation and innovation, sug- 
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gesting that the market-oriented dialogue between the firm 
and its customers provides the identification of 1ssues and 
source of ideas necessary to foster significant innovation 
Hurley and Hult (1998) examine innovation as part of a 
broader framework that links cultural aspects of the firm to 
its capacity to innovate and ultimately its performance The 
general finding of these studies 15 that innovation 1s closely 
tied to a firm’s strategic orientation, perhaps especially to 
market опеманоп As Deshpandé, Farley, and Webster 
(1993) demonstrate, the most important manifestation of 
market orientation may be 1n the success of tnnovations 

Consistent with the literature 1n the area, we treat nno- 
vation as including both technological and administrative 
advances by the organization (Daft 1978) In a retail setting, 
innovations would include new systems, such as those for 
1nventory management and point-of-sale operations, new 
selling methods and channels, and internal organizational 
changes designed to enhance value to the customer or oper- 
ational effectiveness 

Although studies have examined the interaction between 
market orientation and innovativeness or that between inno- 
vativeness and performance, few have integrated these three 
variables One exception is Hult and Ketchen's (2001) work, 
which considers these and other variables as equal contribu- 
tors to a firm's positional advantages In extending previous 
research, we focus on mediating effects and expect that 


Н; Innovativeness will mediate the relationships between 
strategic orientations (including market orientation) and 
firm performance 


Methodology 


Research Setting 


To examine effectively the relationships between various 
strategic orientations and performance over an extended 
time frame, we chose a single-industry setting This 
approach enabled us to consider different strategic 
approaches and their performance consequences in the same 
competitive environment The setting chosen for this study 
was the mass merchandiser or discount sector of the retail- 
ing industry Although the precise grouping of retailers into 
strategic groups 1s a challenging task, a simple demarcation 
among larger store retailers might distinguish among 
fashion-ortented department stores, mass merchandiser or 
discount stores, and so-called category killer stores 
Fashion-oriented department stores such as Nordstrom and 
the May Company stores offer high-quality merchandise at 
relatively high prices and profit margins and have lower 
inventory turnover than other formats do Mass merchan- 
diser or discount stores such as Wal-Mart, Kmart, and Sears 
rely to varying degrees on a high volume, low margin for- 
mula and generally offer more moderately priced alterna- 
tives than the department stores do In recent years, so- 
called category killer stores such as Home Depot, Toys “R” 
Us, and Circuit City have also emerged, offering а much 
narrower and deeper product assortment and relying on high 
sales volume and high inventory turnover 

Several reasons supported our choice of context First, 
the mass merchandiser or discount sector is one of the 


longest-standing 1n retailing Sears, JCPenney, and Mont- 
gomery Ward all have been in operation for over 100 years 
This longevity should have allowed for the development of 
deep-rooted strategic orientations. within. competitors 
Despite this long history, the sector has gone through 
changes 1n recent decades during which fundamental suc- 
cess factors appear to have changed significantly This 15 
evidenced by the dramatic and relatively recent ascendance 
of Wal-Mart to become the world's largest retailer The firm 
performance differentials in this sector suggest that there аге 
differences 1n strategies and managerial mind-sets that have 
led some firms to success and others to relative mediocrity 
А second factor in our choice of context involved the level 
of openness found in the management discussion element of 
corporate annual reports In contrast to companies 1n, for 
example, high-technology industries, retailers are generally 
fairly open in their discussion of strategic direction. and 
company priorities in their annual reports, a necessary crite- 
rion for the methodology used in this study 

Finally, retailing is an interesting context given the gen- 
eral lack of rent-producing strategic assets in the industry 
(Barney 1986) In other industries, these assets are gener- 
ated through proprietary technologies, viable patents, and 
other untque advantages In retailing, by contrast, the tools 
needed to compete effectively are virtually universally avail- 
able For example, scanning technology and other techno- 
logical advances are typically developed by third-party sup- 
pliers and offered to all major competitors in the industry, 
the adoption decision is based primarily on managerial judg- 
ments This phenomenon enables most management teams 
the freedom to pursue a wide range of strategic alternatives 
based on their interpretation of the competitive situation 
This relatively even playing field makes an analysis of the 
choices made in the industry and their consequences even 
more interesting 

We used the subject firms in a panel that covered the 
years 1986-97! The companies studied were the market 
leaders during the period. JCPenney, Kmart, Sears, and Wal- 
Mart To develop a better understanding of the industry, we 
also extensively studied trade publications and popular press 
articles from the ега Panel data have the primary advantage 
of allowing for the control of potentially unobservable firm- 
specific effects (Hausman and Taylor 1981) With the excep- 
tion of Narver, Jacobson, and Slater's (1999) two-period 
study, no work has examined the market orientation-perfor- 
mance relationship from a longitudinal perspective 


Mapping Letters to Shareholders 


Top management within an organization can be considered 
the locus of market orientation or other strategic orienta- 
tions An examination of the cognitions and mental models 
of senior management can offer meaningful insights into 
views on the pursuit of competittve advantage and culture- 
like elements of the firm such as strategic orientation (Mor- 
gan and Strong 1998) However, accessing those managerial 
insights, particularly over a lengthy time span, poses several 
challenges 





'The years 1992-94 were excluded because of the absence of 
necessary data trom one subject firm 


To assess the strategic orientations present in our sub- 
Ject companies without using unreliable retrospective 
accounts, we used letters to shareholders (henceforth “let- 
ters") 1n corporate annual reports as the data source 
These letters can be used to examine the cognitions or 
managerial mind-sets of the senior executive group at the 
time of publication. Cognitive mapping techniques have 
been used in a variety of applications (see Huff 1990), 
often relying on annual reports as the data source Mater- 
1al from annual reports has been used to seek evidence of 
managerial learning (Barr, Stimpert, and Huff 1992), 
identify corporate strategies (Bowman 1978), study causal 
reasoning and attributions within firms (Bettman and 
Weitz 1983), assess customer orientation (Judd and Tims 
1991), and explain differences in joint venture activity 
(Fiol 1989) 

The issues of who prepares the letters and whose views 
are reflected in them are important ones Barr, Stimpert, and 
Huff (1992) raise some noteworthy cautions regarding the 
use of these documents They note that public relations 
functions have taken to writing many of these letters in 
recent years On the basis of our discussions with senior 
executives, we believe that this 1s a relatively minor concern 
Although the nuances and more semantic elements of these 
statements may be the work of outsiders, it 1s clear that the 
underlying beliefs and guidance behind these letters are the 
work of senior management In early planning meetings and 
final approvals of these documents, senior managers gener- 
ally take great care to ensure that the current corporate 
vision 1s expressed to shareholders and employees It has 
also been noted that annual reports are becoming an increas- 
ingly popular medium for communicating both company 
1mage and current strategies (see Judd and Tims 1991), 
which emphasizes the need for careful executive attention to 
these documents These points all suggest that the letters are 
reasonable reflections of the prevailing managerial mind-set 
at the time of publication As described by Barr, Stimpert, 
and Huff (1992, p 22), 


[W]hile annual reports may not be ideal, few nval data 
sources exist that can provide insight into the changing men- 
tal models of managers over time This data source also has 
the critical virtue of being written ın the time period of inter- 
est Further, informal conversations with executives 1ndi- 
cate that they do have considerable involvement in prepar- 
ing communications with investors, particularly 1n times of 
poor performance In the end, we used annual report data 
because we believe this document is too important not to be 
given close attention by top management, both in terms of 
early subject framing and later word level editing 


Data Coding 


Text was converted into quantitative data through a form of 
cognitive mapping The methodology used in this study 
1nvolved a sentence-by-sentence coding of the letters for the 
firms and years studied Two undergraduate students were 
hired as coders for the project Ten years of letters for a 
retailer that was not included in this study's sample were 
used as a training forum The broad parameters of the pro- 
Ject (identifying evidence of various types and dimensions 
of strategic orientations) were explained to the coders 
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Coders were then given basic definitions of all strategic оп- 
entations (including dimensions of market orientation) and 
mediating factors, along with general guidelines for identi- 
fying evidence of these phenomena For example, the cod- 
ing sheets used described sales orientation as “including 
discussions focusing on maximizing sales, detailed compar- 
isons of current to past sales performance, and any new рго- 
grams or promotions intended to boost sales 1n the short 
term " 

Using five years of the training sample, the coders then 
individually examined the letters for evidence of each strate- 
gic orientation and dimension under study The two coders 
and one of the principal investigators then met and con- 
. ducted a line-by-line review of each coder's decisions 
Agreement was reached on how certain types of statements 
were to be coded from then on It was possible for a single 
statement to be coded as representative of two variables For 
example, it was decided that statements discussing the 
installation of new inventory management technologies 
would be treated as evidence of both a production orienta- 
tion, because of the internal efficiencies with. which they 
were associated, and the innovation variable The coders 
then proceeded to code the second five-year block from the 
training sample, and the interpretation discussion with a 
principal investigator was repeated Although the agreement 
level was not formally tracked, there was approximately a 
95% corroboration between the coders on the second set of 
training data 

In general, the guideline given to coders for inclusion of 
a statement as representative of a variable was that “it should 
represent a clear and specific act reflective of the dimension 
being considered ” Several statements along the lines of “we 
continue to strive to maximize customer satisfaction” and 
“all areas of the company are dedicated to enhancing per- 
formance” were excluded on the basis of this rule The 
objective here was to separate vague managerial platitudes 
from concrete actions and beliefs 

The coders then began the process of analyzing the let- 
ters used in this study They were provided coding sheets 
that included columns for entering the number of sentences 
in a particular letter that reflected each variable The coders 
evaluated each letter independently for evidence of the phe- 
nomena in question After completing five years for a single 
firm, the two coders met by themselves to compare their 
findings, agree on any necessary interpretations of the let- 
ters, and determine the final coding scheme for each letter 
From the beginning of the coding of the data for the study, 
none of the principal investigators were involved in any way 
in the coding process After the coders finalized the coding 
scheme for a particular letter and completed the final coding 
form, they used the total number of sentences in the letter to 
convert the sentence count to a percentage of the total, 
thereby creating variables that controlled for the varying 
lengths of letters The Appendix shows samples of state- 
ments that were coded in each of the variables in the study 

We then examined the financial statements associated 
with the annual reports to record pretax operating profits, 
sales, and total asset information for the dependent mea- 
sures The data coding was a meticulous process, spanning 
a full year and several hundred person-hours of effort 
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Analysis 
Estimation 


The general approach of our data analysis 15 to use a class of 
linear econometric models that commonly arise when time 
series and cross-sectional data are combined Such models can 
essentially be viewed as two-way designs with covariates, and 
the estimation procedure for the regression parameters 
depends on the statistical characteristics of the error compo- 
nents in the model If the specification depends only on the 
cross-section to which the observation belongs, the model 1s 
referred to as a one-way effects model A specification that 
depends on both the cross-section and the time series to which 
the observation belongs ts called a model with two-way effects 

In addition to these effects, 1t 15 also common to specify the 
nature of the cross-sectional and time-series effects If these 
effects are specified as occurring in a nonrandom manner, the 
models are referred to as fixed effects models For example, the 
stable and time-invariant effect of managerial expertise or 
intelligence may be specified in a fixed effects model of mar- 
ket orientation (see Narver, Jacobson, and Slater 1999) 

We estimated the impact of market orientation and other 
strategic orientations on firm performance using models 
devised for panel data wherein sample observations are 
available for few cross-sections (corresponding to firms in 
our data) but for a relatively long time frame We chose not 
to employ the usual fixed and random effects models, 
because their estimation requires large sample sizes 
(Kmenta and Ramsey 1980) We assessed firm performance 
using two measures, ROA and return on sales (ROS), each 
of which was used, in turn, as a dependent variable in the 
models we estimated Each of the models we estimated took 
the following form 


Хи = Во+ > В.Х 8e 1= 1, , 1а denotes the firms), 
k 


t=1, , T(t denotes time periods), 


where Y,, denotes either ROA or ROS and X, denotes the 
kth measure of market orientation or other strategic orienta- 
tions In estimating this model, we relaxed the usual regres- 
sion assumptions and estimated a series of models, allowing 
for heteroscedasticity, autocorrelation, and cross-sectional 
correlations for the error term (£j) Consequently, we esti- 
mated the following four models 


Model 1 (groupwise heteroscedastic) This model 
enables the error variances (0?) to vary across the four firms 
Specifically, 


Variance (ё) = 02 


We used this as our baseline model, as the Lagrange-multiplier 
(LM) test strongly rejects the assumption of homoscedasticity 
for both the ROA and ROS models Full results for this and the 
other models are presented ın Tables 1 and 2 


Model 2 (groupwise heteroscedastic [Model 1] with 
cross-sectional correlation) This model additionally 
enables the disturbances of each firm to be correlated, on the 
assumption that the competitive environment may affect 
each firm to varying degrees This is a testable assumption 
and ıs presented because the hypothesis that there 15 no cor- 


relation across firms 15 rejected for both the ROA and ROS 
models Specifically, 


Correlation (Er ёр) = Py for firm 1 and firm J 


Model 3 This model incorporates the assumptions in 
Model 2 plus a common autocorrelation parameter for all 
firms Thus, the model allows for heteroscedasticity and 
cross-sectional correlation based on the previous results, in 
addition, it allows the error terms to be serially correlated 
However, the autocorrelation coefficient 1s restricted to be 
the same for each firm Specifically, 


Correlation (є, Eç + 1) = Ра for every pair of consecutive time 


penods t and t + ] 


Model 4 'This model incorporates the assumptions of 
Model 2 plus a separate autocorrelation parameter for each 
firm 


Correlation (£s, Eq + 1)) = Па for the ith firm, for every pair of 
consecutive time periods t and t + 1 


In summary, we first fit a combination of models for the 
panel that varies the basic assumptions These models relax 
the restrictive assumptions underlying ordinary least squares 
(OLS) regression as we move from Models 1 to 4 Thus, the 
four models refer to (1) groupwise heteroscedastic, (2) 
groupwise heteroscedastic with cross-sectional correlations, 
(3) Model 2 with an autocorrelation parameter, and (4) 
Model 2 with firm-specific autocorrelation parameters 

The general approach to model estimation is first to pool 
all the observations and use OLS residuals to estimate the 


common autocorrelation term With this estimate in hand, 
we transform the entire data using the Cochrane-Orcutt 
transformation We then use the transformed data for obtain- 
ing OLS estimates that have been purged of the autocorrela- 
tion and the residual sum of squares, and we use cross- 
products to obtain the generalized least squares estimates of 
the model parameters We use an LM test for the het- 
eroscedasticity specification (chi-square distribution with 
N – 1 degrees of freedom [df] under the assumption of 
homoscedasticity) Similarly, we test the groupwise het- 
eroscedasticity as a restriction on Model 2, using the пкећ- 
hood ratio (LR) statistic Finally, we test the estimated cor- 
relations in Models 3 and 4 for statistical significance by 
referring the transformation (T — 1) r2/(1 — г2) to the chi- 
square distribution with 1 df Further details are given by 
Kmenta and Ramsey (1980) Although these models show 
highly consistent results, Model 4 15 the least restrictive and 
therefore is the one that should be primarily relied on in the 
assessment of hypothesis results 


Results and Discussion 


The results for all four models are presented in Table 1 (ROS 
as the dependent variable) and Table 2 (ROA as the depen- 
dent variable) The results across all four models for both 
dependent measures were highly consistent 


Elements of Market Orientation 


Of Narver and Slater’s (1990) elements of market ortenta- 
tion (Hj), only the competitor orientation dimension was 
significantly related to performance across all models That 


TABLE 1 


Model Results Based on ROS 
ms Lc NO CE EE 


Strategic Orientation 
Variables Model 1 
Constant 

Market Orientation Dimensions 


03 (006)*** 


Customer orientation —.02 (04) 
Competitor orientation 27 (09)*** 
Interfunctional coordination 13 (07)* 
Profit focus — 10 (07) 
Long-term focus — 03 (07) 


Pnvate label brand focus —44 (10)*** 

National brand focus 33 (12)*** 
Production Orientation — 08 (05) 
Selling Orientation 11 (06)* 


Rho — 
Rho1 — 
Rho2 — 
Rho3 — 
Rho4 — 
LR statistic 
LM statistic 


Model 2 Model 3 Model 4 


03 (004): 03 (003)* 03 (003)*** 


01 (03) 01 (02) – 006 ( 02) 
22 (06)*** 22 (04)** 23 (04)*** 
05 (05) 002 ( 04) 003 ( 04) 

-09 (06) —08 (05) -13 (04)“ 
002 ( 05) 001 ( 04) – 016( 04) 

—45 (09)** -35 (08) -28 (07)*** 
34 (09)* 24 (07)“ 15 (06)** 

— 003 ( 04) 03 (03) — 002 ( 03) 
12 (04) 11 (03)" 08 (.03) 

= = – 16 
= = 36 
= = 48* 
= — 40* 
26 54b = = 


—————————M—Ó —— —— € 


"p< 10 

“p< 01 

***p « 001 

aRejects homoscedasticity 

bRejects hypothesis of zero intergroup correlations 

Notes Standard errors are in parentheses n = 36 for all models 


Market Orientation and Strategic Orientations / 33 


TABLE 2 
Model Results Based on ROA 


ФФ“ Ф 


Strategic Orientation 





Variables Model 1 Model 2 Model 3 Model 4 
Constant 009( 01) 009 ( 14) 02 (01) 02 (01) 
Market Orientation Dimensions 
Customer orientation —12 (12) —08 (11) —01 (08) 01 (.65) 
Competitor onentation 61 (24)“ 50 (18)*** 36 (14)“ 33 (10)*** 
Interfunctional coordination 90 (20)"** 73 (20)"* 27 (19) 10 (17) 
Profit focus 08 (19) —01 (17) 04 (15) 03 (12) 
Long-term focus 29 (20) 37 (18) 22 (17) 14 (12) 
Private label brand focus —100 (24)*** -111 (21)*** -90 (20)*** -82 (17)*** 
National brand focus 53 (32)* 76 (27)' 68 (23)" 82 (19)*** 
Production Orientation —16 (14) —04 (13) 06 (12) 09 (10) 
Selling Orientation 53 ( 16)*** 49 (13)*** 27 (t) 16 (84) 
Rho = — 258 xS 
Rho1 — — — 54" 
Rho2 — — — —19 
Rho3 m xx — 52* 
Rho4 — — — 15 
LR statistic — 13 319 — — 
LM statistic 7 67a — — — 
*p « 10 
“p< 01 
***p < 001 


aRejects homoscedasticity 
bRejects hypothesis of zero intergroup correlations 
Notes Standard errors are in parentheses n = 36 for all models 


1s, the more focused the firms 1n our set were on competitor 
actions, the more their performance benefited In the highly 
competitive industry we studied, this is not surprising This 
intensity of competition may lend some explanation to the 
general lack of significance 1п the profit focus and long-term 
focus variables Firms that are focused on marshaling 
resources to meet a more immediate threat, such as the dra- 
matic rise of a strong competitor, may need to forgo a focus 
on long-term goals and immediate profits Interfunctional 
coordination received some support but not ап the most 
salient model, Model 4 Given the need to coordinate inter- 
nal resources to both combat competitors and serve cus- 
tomers effectively, this result 15 interesting This may герге- 
sent an underdeveloped aspect of market orientation for the 
firms in our set 

Finally, the customer orientation variable did not relate 
to performance Ап examination of prior findings of empir- 
ical market orientation research reveals few insights to cor- 
roborate these findings Although several studies have gath- 
ered a multidimensional measure of market orientation, only 
the aggregated market orientation-performance relationship 
has typically been reported (е g , Jaworski and Kohli 1993) 
Others report disaggregated market orientation measures but 
model factors that mediate the relationship to performance, 
not allowing for an assessment of direct effects (e g , Han, 
Kim, and Srivastava 1998) Similarly, Gatignon and Xuereb 
(1997) identify а moderating relationship ın which customer 
orientation 1s positively associated with the performance of 
an innovation only in highly uncertain markets Although 
we did not study such potential moderating factors, these 
limited findings result in a simple conclusion—that the intu- 
itive and theoretically supported relationship between cus- 
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tomer orientation and firm performance has yet to be con- 
sistently demonstrated 1n the literature In this study, cus- 
tomer orientation was not a driver of firm performance 
Next, we consider our extension of the market orienta- 
tion framework to include brand focus As developed ın our 
hypotheses, we considered only the relatively short-term 
effects of the branding approaches Consistent with our 
expectation in H, a private label brand focus was negatively 
related to performance That 1s, the more firms emphasized 
internally developed brands, the more adversely was perfor- 
mance influenced It appears that the resource drain imposed 
by the research, development, and promotion associated with 
the introduction of a private label brand was not recouped 
through incremental profits in the short run Supporting our 
expectation in H3, a national brand focus was positively 
related to performance Firms that placed a greater emphasis 
on these brands, despite the brands’ presence in competitors’ 
outlets, showed superior performance Among other things, 
this suggests that the increased volumes generated by these 
goods offset the lower profit margins they generally carried 
compared with private label and nonbranded products 


Alternative Strategic Orientations 


Among the alternative strategic orientations considered, pro- 
duction orientation (H4) was not significantly related to per- 
formance It appears that having operational efficiencies at 
the forefront of management thinking did not create the best 
environment for firms’ success Combined with the signifi- 
cance of competitor orientation, this suggests that at least 
during this period of this industry's evolution, maintaining an 
*outward focus" was essential, perhaps because of the 
rapidly changing nature of the competitive landscape. Con- 


trary to expectations, а selling orientation (H5) was generally 
positively related to performance Firms that placed more 
emphasis on sales promotions and other means of maximiz- 
ing revenues showed higher levels of financial performance 
Combined with the lack of significance for customer orienta- 
tion, it appears that this industry maintained more of a trans- 
actional approach, maximizing short-term sales, rather than a 
relationship-building orientation toward customers 


The Mediating Effects of Learning and Innovation 


We also examined the mediating effects of learning and 
innovation on the relationships between various strategic 
orientations and performance To explore mediation, we fol- 
lowed the analysis strategy recommended by Baron and 
Kenny (1986), with one additional step (discussed subse- 
quently) to rule out the possibility of spurious relationships 
that may be induced by multicolltnearity in the data Baron 
and Kenny (1986) propose testing for mediation using esti 
mates from three sets of regressions (1) the regression of 
the mediator variable (1e, learning or innovation) on the 
independent variables (1e, the strategic orientations), (2) 
the regression of the dependent variable (1 e , performance) 
on the independent variables, and (3) the regression of the 
dependent variable on the independent variables and the 
mediating variable The first two regressions seek to demon- 
strate that the independent variables affect the mediating 
variable and the dependent variable, respectively The third 
regression is done to establish that the mediating variable 
affects the dependent variable, even when the independent 
variables are controlled for The independent variables are 
included as regressors in the third regression to rule out the 
possibility that a significant relationship between the medi- 
ating variable and the dependent variable is due to the “сот- 
mon causes" of the independent variables on each variable 
However, it 1s also possible that a significant coefficient for 
the mediating variable in the third regression could be due to 
multicollinearity among the independent variables and the 
mediating variable This possibility can be ruled out through 
a fourth regression of the dependent variable on the mediat- 
ing variable only If the coefficient for the mediating vari- 
able 15 nonsignificant in the fourth regression but significant 
in the third regression, then we conclude that the effect of 
the mediating variable on the dependent variable in the third 
regression 15 a spurious опе, due to multicollinearity among 
the mediating variable and the independent variables 

The desiderata for establishing mediation are as follows 
The independent variables must affect the mediator in the 
first regression and the dependent variable in the second 
regression The mediating variable must affect the depen- 
dent variable in the third and fourth regressions In addition, 
the statistical significance of the mediated effect (1e, the 
effect of an independent variable on the mediator variable in 
the first regression times the beta for the mediator variable 
1п the third regression) must be assessed by means of the 
approximate standard error formula given by Baron and 
Kenny (1986) We examined mediation separately for each 
mediating variable, as well as for each performance metric 
(1e, ROS and ROA) 

We estimated the impact of learning and innovation on 
ROA in two simple regressions The coefficient for innova- 


tion was positive (beta = 035) but nonsignificant (standard 
error = 063, p-value > 5), and the coefficient for learning 
was positive (beta = 18) and sigmificant (standard error = 
03, p-value < 0001) This suggested that innovation did not 
mediate relationships between the strategic orientations and 
ROA but that learning might play a mediating role Of the 
independent variables, only three—competitor orientation, 
private label brand focus, and national brand focus—had 
significant, direct effects on ROA (Model 4, Table 2) 
Accordingly, we regressed ROA on learning and these three 
independent variables and obtained a positive and signifi- 
cant effect for learning (beta = 10, standard error = 02, p- 
value < 0 0001) In the regression of learning on the three 
independent variables, only competitor orientation. had a 
significant effect (beta = 38, standard error = 13, p-value « 
01) Thus, learning mediated only the relationship between 
competitor orientation and ROA The mediated effect ( 10 
times 38) was also statistically significant (approximate 
standard error = 015) 

The regression of ROS on learning was not significant 
(beta = 061, standard error = 031, p-value > 05), suggesting 
that learning had no mediating effect In contrast, the regres- 
sion of ROS on innovation yielded a significant but negative 
coefficient (beta = —079, standard error = 026, p-value < 
003) To explore this anomalous finding further, we performed 
the other regressions recommended by Baron and Kenny 
(1986) Only four of the strategic orientations—competitor 
orientation, profit focus, private label brand focus, and national 
brand focus—had a significant impact on ROS (Model 4, Table 
1) When ROS was regressed on innovation and these four 
strategic orientations, the coefficient for innovation remained 
negative and significant (beta = — 072, standard error = 026, p- 
value < 01) In the regression of innovation on the four опеп- 
tations, the only significant effect was that of private label 
brand focus ( beta = 87, standard error = 34, p-value < 012) 
Although the overall mediated effect (1e , 87 times — 072) was 
not statistically significant given its estimated standard error of 
034, the pattern in the results may explain the negative impact 
of innovation on ROS In summary, we found that organiza- 
tional learning (Не) positively mediates the relationship 
between competitor orientation and ROA and that innovative- 
ness (H7) has a weak, negative mediating effect on the rela- 
tionship between private label brand focus and ROS 

The overall results provide only modest support for the 
mediating effects of learning and innovation on the relation- 
ships between strategic orientations (including market оп- 
entation) and performance The ability to translate market- 
place information, such as that gathered by an effective 
market-oriented firm, into learning 1s considered an impor- 
tant process ın maximizing organizational performance 
(Hunt and Morgan 1996) We found evidence of that medi- 
ating phenomenon only in the relationship between com- 
petitor orientation and one performance measure Of the 
possible mediating relationships, however, this is perhaps 
the most intuitive High-performing firms are those that not 
only can gather intelligence and understand competitor 
actions but also can translate that knowledge into learning, 
leading to actions such as insightful strategic change Note 
that because of the nature of the data source, the learning 
studied here was primarily that of exploitation, or learning 
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from existing routines and actions An alternative form, 
exploratory \earning, involves the programmatic discovery 
of new resources and technologies (Sorenson and Sorensen 
2001) The more active processes implied by exploratory 
learning may more strongly mediate the transition of cus- 
tomer and competitor orientations to superior firm 
performance 

Contrary to our expectations 1n H;, little evidence was 
found for the mediating effects of innovativeness on the 
relationships between strategic orientations. and perfor- 
mance Of the variables considered, we found only a weak, 
negative mediating effect on the relationship between pri- 
vate label brand focus and ROS. This suggests that 1n our 
data, senior management's perceptions of innovation were 
positively related to the development of private label brands 
That is, private labeling was considered a form of innovation 
in the industry. However, on the basis of our previous dis- 
cussion of the negative short-term effects of this private 
label approach, the negative relationship to performance 15 
not surprising. In their study of market orientation dimen- 
sions, Han, Kim, and Srivastava (1998) find that the cus- 
tomer orientation—performance relationship 1s mediated by 
innovativeness, but mediating effects are not supported 
when they examine competitor orientation and interfunc- 
tional coordination dimensions Therefore, it appears that 
the relationship of innovativeness to market orientation and 
performance has not been fully explained An alternative 
view that has received empirical support considers market 
orientation and innovativeness as equal first-order indicators 
of the higher-order factor of positional advantage (Hult and 
Ketchen 2001) 


Conclusions 


This study has limitations that must be considered One 
potential limitation 1 that the causal chain under ехапипа- 
tion here assumes that competitive cultures (1e, strategic 
orientations) influence the behaviors of organizational mem- 
bers, and those behaviors ultimately influence performance 
The methodology used here does not allow for the direct 
examination of individual behaviors, instead it examines the 
indirect relationship between cultures and performance 
Another consideration ıs the timing issues that may create 
variations ın an individual firm's strategic orientation— 
performance relationships For example, variations ın asset 
growth through new store additions and the resulting lags 
before performance benefits would influence the ROA 
dependent measure Finally, we must consider whether the 
subjective statements of senior executives reflect the more 
objective underlying characteristics of their firms As some 
research has shown, the difference between subjective and 
objective evaluations of strategic orientation may yield dif- 
ferent results 

We can draw several insights 1nto the nature and conse- 
quences of strategic orientations from this study It appears 
that there are competitive cultures beyond the traditional 
view of market orientation that may lead to strong firm per- 
formance A selling orientation was associated with higher 
levels of performance, as were the competitor orientation 
and national brand focus elements of our market orientation 
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framework These findings suggest the importance of a 
broadened perspective in market orientation research Dif- 
ferent firms, possessing different strategic orientations, may 
be better suited to succeed 1n various competitive environ- 
ments Our examination of mediating factors provided some 
support for the view that a broadened perspective 1s needed 
for the consideration of the relationship between strategic 
orientations and performance 

Within the market orientation literature, this research 
illustrates the importance of examining the construct in a 
disaggregated fashion Although the subconcepts are con- 
ceptually linked and should also be considered in the aggre- 
gate, a disaggregated approach examines the relative value 
of the various elements In part, this approach lends itself to 
more precise insights for managers who are interested in 
developing a performance-enhancing, market-oriented orga- 
nization A focus on holistic measures may explain some of 
the problems and inconsistencies encountered ın prior 
empirical market orientation research The lack of signifi- 
cance for the customer orientation dimension in this study 15 
provocative and worthy of further study We can speculate 
that the key competitive weapons used ın this era—aggres- 
sive pricing, dominant store locations, and major store ren- 
ovations—were intended primarily to create a differentiated 
positioning from competition and less for pure customer sat- 
1sfaction benefits 

These findings add weight to the recent emphasis on the 
importance of branding in marketing strategy and as a com- 
ponent of market orientation. As expected, firms that placed 
a greater focus on the management of national brands exhib- 
ited performance advantages A noteworthy contribution of 
this study 1s the negative performance relationship found 
between private label brand focus and performance 
Although an internal cost assessment for brand development 
15 challenging, because costs go beyond dollar investments 
in research and advertising to include other resources such 
as senior management attention, our data suggest that firms 
need to enter into internal brand development cautiously It 
appears that the greater awareness and lower costs associ- 
ated with the use of national brands created a more favorable 
profit equation for the firms in our data set 

From a methodological standpoint, this study demon- 
strates the benefits of a longitudinal approach to the study of 
market orientation The use of panel data to examine strate- 
gic orientations is meaningful, as these cultural phenomena 
are likely to evolve over time and show links to performance 
that may vary from year to year Finally, the use of the 
annual report coding methodology represents a contribution 
to marketing strategy literature, suggesting a viable method 
to approach the study of a litany of marketing management 
issues It represents an effective method for exploring the 
cognitions and marketing mind-sets of senior managers 

Further research in this area can take several approaches 
А configurational approach should be pursued to determine 
the relative combinations of various strategic orientations 
that lead to performance success in different competitive sit- 
uations This research would provide additional insights into 
the relative value of alternative strategic orientations 
Another approach in future work could examine the nature 
of the industry and the competitive environment as modera- 


tors of the strategic orientation-performance relationship 
This contingency approach would improve our understand- 
ing of the factors that enable firms pursuing alternative 
strategic orientations to be successful in different environ- 
ments Additional models and conceptualizations of market 
orientation should also be studied from a longitudinal per- 
spective The more process-oriented elements of Kohli and 
Jaworskr's (1990) framework would be particularly relevant 
to study over tıme 

Although it seems clear that pursuing the principles of a 
market orientation can help most firms achieve higher levels 
of marketplace success, the marketing discipline has been 
remiss ın ignoring several other possible strategic orienta- 


tions that influence the interactions between the firm and its 
markets This study has identified several of these alternative 
orientations and has shown that some are related to higher 
levels of firm performance The results show that some ele- 
ments of one accepted market onentation framework influ- 
ence performance but several do not This 1s consistent with 
much of the prior research, which has failed to support the 
performance link fully These findings highlight a fundamen- 
tal challenge for marketers—understanding that there 15 по 
single strategic orientation that leads to superior performance 
ın all situations and developing an understanding of the envi- 
ronmental, competitive, and other factors that lead one firm 
and its orientation to greater performance than others 


APPENDIX 
Illustrations of Letter to Shareholder Coding by Strategic Orientation Type 


Strategic Orientation Example of Coded Sentence from Letter to Shareholders 


Customer orientation *"This consumer confidence is well-deserved because of our commitment to bring high quality, 
well-made merchandise to all American consumers at low everyday prices within a friendly, 
courteous and pleasant shopping experience" (Kmart 1988) 

*"Our focus on exceeding our customers’ expectations [continues] with wider aisles and 
significantly more customer space with our new stores averaging almost 100,000 square feet" 
(Wal-Mart 1991) 

Competitor orientation? *"The intensifying competition in the retail industry is already altering the landscape" (JCPenney 
1995) 

*"We recently reaffirmed our commitment to low prices with a 'price promise' advertising 
campaign that states clearly that Kmart will honor our competitors’ regular or currently advertised 
prices on identical items" (Kmart 1992) 


Interfunctional 


*"As we unite our strengths in merchandising, marketing, customer data, and technology—and 
coordinationa 


the power of 260,000 associates working together to identify and exploit these new 
opportunities—l am confident of our future success" (JCPenney 1997) 

*"We have enhanced teamwork within the company, built closer relationships with suppliers, 
supported our communities, and intensified our customer focus" (Wal-Mart 1993) 

Profit focusa “Thanks to the hard work of our associates, retail profits rose nearly 20% to surpass $1 billion for 
the first time" (Sears Roebuck 1995) 

e“In 1989, we placed even greater emphasis on our pricing leadership, but the lowering of prices 
hurt margins, and this contributed importantly to our earnings decline" (Kmart 1989) 

Long-term focusa “While we are committed to executing the current program successfully, we are also building for 
the future by identifying major trends in consumer demand and defining ways we can meet those 
demands" (Sears Roebuck 1995) 

e“[Although disappointing], this year's performance represents an extraordinary amount of work 
completed in order to lay the foundation for a bottoming out of Kmart's financial decline and a 
return to profitability" (Kmart 1995) 


Pnvate label brand 


*"We built a formidable sales gain in luggage by introducing appealing private brand entries that 
focus? 


give consumers what they want in luggage—at prices well below the competition” (JCPenney 
1994) 

«We also built and strengthened a truly remarkable line of exclusive private label products such 
as Martha Stewart Everyday, Sesame Street, Jaclyn Smith, Kathy Ireland, Penske Automotive ., 
[which] offer customers big helpings of quality, style, selection, and value” (Kmart 1997) 

National brand focus *"We will continue to build our merchandising program around national-brand products sold at 
everyday low prices” (Wal-Mart 1991) 

“In children's, we already offer most of the key national brands including Healthtex, Spumoni, 
Weeboks, Toddler University, and Nickelodeon" (JCPenney 1989) 

Production orientation *"[We] maintained better in-stock position on the best selling items, tightened expense control, 
and reduced markdowns" (Wal-Mart 1987) 

“Benefits from the satellite system have been substantial and include reduced data transmission 
costs, lower customer credit handling expense and improved communication from headquarters 
personnel to store management through live video transmissions" (Kmart 1990) 
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APPENDIX 
Continued 


АА 


Selling orientation 


*"We are evaluating ways to drive Kmart's sales growth even faster through innovations in store 


design, merchandise offerings, and execution" (Kmart 1996) 
*"Wal-Mart stores’ record performance in fiscal 1994 included a same-store sales increase of 8 
percent, impressive in a low inflationary retail environment" (Wal-Mart 1994) 
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*Market onentation dimension 
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Shaoming Zou & S. Tamer Cavusgil 


The GMS: A Broad Conceptualization 
of Global Marketing Strategy and Its 
Effect on Firm Performance 


Despite the strong interest in global marketing, there is no consensus in the literature about what constitutes a 
global marketing strategy and whether it affects a firm's global market performance The authors develop a broad 
conceptualization of global marketing strategy, the GMS, that integrates three major perspectives—namely, the 
standardization, configuration—coordination, and integration perspectives—of global marketing strategy They also 
develop a conceptual model that links the GMS to a firm’s global market performance On the basis of a survey of 
business units competing in global industries, the authors find support for the broad GMS perspective and the fun- 
damental relationship between the GMS and firms’ global market performance The authors also discuss theoreti- 


cal and managerial implications of their findings 


is that a firm’s global marketing strategy has a posi- 
tive effect on из global market performance (eg, 
Craig and Douglas 2000, Hout, Porter, and Rudden 1982, 
Jain 1989, Levitt 1983, Ohmae 1989, Yip 1995, Zou and 
Cavusgil 1996) Yet there ts little agreement as to what con- 
stitutes global marketing strategy In the current literature, 
there are three major perspectives standardization (e g , Jain 
1989, Laroche et al 2001, Levitt 1983, Samiee and Roth 
1992), configuration-coordination (e g , Craig and Douglas 
2000, Porter 1986, Roth, Schweiger, and Morrison 1991), 
and integration (е g, Birkinshaw, Morrison, and Hulland 
1995, Yip 1995, Zou and Cavusgil 1996) The lack of a gen- 
erally accepted conceptualization of global marketing strat- 
egy represents a major gap in the existing literature, because 
when different views of global marketing strategy are 
adopted by different researchers, (1) confusion can occur 
regarding not only the actual relationship between global 
marketing strategy and performance but also the rationale 
for that relationship, and (2) findings of different studies 
cannot be meaningfully compared, which hinders further 
advancement of knowledge To facilitate further research, a 
unified conceptualization of global marketing strategy must 
be developed 
There 1s also a dearth of empirical support for the funda- 
mental proposition that global marketing strategy affects a 
firm’s performance For example, Samiee and Roth (1992) 
find that there is no relationship between global marketing 
standardization and a firm's performance, whereas Cavusgil 


Д" proposition of international marketing 
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and Zou (1994) find a positive relationship between product 
adaptation and an export venture’s performance Because the 
validity of much of the knowledge in global marketing 15 
based on the supposition that global marketing strategy pos- 
iuvely affects a firm's global market performance, this lack 
of empirical support for the effect of global marketing strat- 
egy represents another major gap in the hterature It 1s there- 
fore important to substantiate the effect of marketing strategy 
on a firm’s performance in the global marketing context 

The purpose of the present research 1s twofold First, we 
develop a broad conceptualization of global marketing strat- 
egy, named the GMS, to integrate the three major existing 
perspectives of global marketing strategy Second, we 
attempt to substantiate the fundamental relationship 
between global marketing strategy and a firm’s performance 
by developing and testing a conceptual model that links the 
proposed GMS to a firm’s global market performance Our 
aim 15 to fill the two major gaps 1n the global marketing lit- 
erature by addressing two fundamental questions (1) What 
is global marketing strategy? and (2) Does tt matter whether 
a firm pursues a global marketing strategy? 

The remainder of this article 15 organized into five major 
sections First, we present a brief review of the global market- 
ing literature, with an emphasis on the various perspectives of 
global marketing strategy Second, we propose a new concep- 
tualization of global marketing strategy, the GMS, that incor- 
porates three mayor perspectives Third, we develop a concep- 
tual model that links the GMS to its antecedents and effects and 
advance the related research hypotheses Fourth, we describe 
the research design and methodology of the study and present 
the results of the empirical analysis Fifth, we discuss mayor 
findings and their theoretical and managerial implications 


A Brief Review of the Global 
Marketing Strategy Literature 


As world markets have globalized, the effect of global mar- 
keting strategy on a firm’s performance has been frequently 
discussed in the literature Many researchers (e g , Birkin- 


Journal of Marketing 
Vol 66 (October 2002), 40—56 


shaw, Morrison, and Hulland 1995, Hamel and Prahalad 
1985, Jain 1989, Levitt 1983, Ohmae 1989, Porter 1986, Yip 
1995, Zou and Cavusgil 1996) argue that global marketing 
strategy plays a critical role in determining a firm's perfor- 
mance in the global market Yet there ıs a lack of agreement 
about what constitutes global marketing strategy In the cur- 
rent literature, there exist three major perspectives of global 
marketing strategy Table 1 summarizes the main theoretical 
logic, the key variables, and the causes and effects associ- 
ated with these three perspectives 

Perhaps the most influential view 15 the standardization 
perspective (see Jain 1989, Levitt 1983, Ohmae 1989, 
Samiee and Roth 1992) It views a firm as pursuing a global 
marketing strategy tf its marketing programs across different 
countries are standardized, particularly with regard to its 
product offering, promotional mix, price, and channel struc- 
ture (Johansson 1997, Keegan 2000) The influence of this 
view 15 reflected by the large volume of publications on the 
standardization/adaptation topic т the literature. (eg, 
Cavusgil, Zou, and Naidu 1993, Jain 1989, Laroche et al 
2001, Samiee and Roth 1992, Szymanski, Bharadwaj, and 
Varadarajan 19932) 

Proponents of standardization believe that world mar- 
kets are being homogenized by advances 1n communication 
and transportation technology (Jain 1989, Levitt 1983) 
Increasingly, customers in distant parts of the world tend to 
exhibit similar preferences and demand the same products 
(Jain 1989, Ohmae 1985) Therefore, a major source of 
competitive advantage ın the global market ıs the ability to 
produce high-quality, low-price products (Levitt 1983) To 
attain a low-cost position, the optimum global marketing 
Strategy 1s to sell standardized products using standardized 
marketing programs To these proponents, major benefits of 
standardization include economies of scale in production 
and marketing (Levitt 1983), consistency in dealing with 
customers (Laroche et al 2001, Zou, Andrus, and Norvell 


1997), and the ability to exploit good ideas on a global scale 
(Ohmae 1989, Quelch and Hoff 1986) Although the stan- 
dardization approach 1s popular, several researchers have 
cautioned against its unconditional adoption (е 2, Bod- 
dewyn, Soehl, and Picard 1986, Douglas and Wind 1987) 
These researchers contend that a standardized strategy 
enhances performance only in industries 1n which competi- 
tion 1s global in scope 

A second major perspective of global marketing strategy 
focuses on configuration and coordination of a firm’s value- 
chain activities (Craig and Douglas 2000, Porter 1986, Roth, 
Schweiger, and Morrison 1991) According to this view, 
global marketing strategy 1s considered the means to exploit 
the synergies that exist across different country markets as 
well as the comparative advantages associated with various 
host countries To be effective in global competition, a firm 
must configure its value-chain activities optimally and соог- 
dinate its efforts in different markets (Craig and Douglas 
2000, Porter 1986, Roth 1992) On the basis of this per- 
spective, proper configuration enables a firm to exploit loca- 
tion-specific comparative advantages through specialization 
(Craig and Douglas 2000, Ghoshal 1987, Kogut 1989, Yip 
1995), whereas cross-national coordination captures syner- 
gies derived from economies of scale, scope, and learning 
(Bartlett and Ghoshal 1987, Kogut 1989, Roth 1992) A 
major aspect of configuration 15 the degree of concentration 
(Porter 1986, Roth, Schweiger, and Morrison 1991, Zou and 
Cavusgil 1996) Because different countries have unique 
comparative advantages (Hill 1996), concentration of value- 
chain activities 1n a few country locations where they can be 
performed most efficiently enables a firm to maximize effi- 
ciency For example, product development and engineering 
activities can be concentrated in a limited number of coun- 
tries where world-class engineering skills exist, whereas 
labor-intensive manufacturing can be concentrated in coun- 
tries where low-cost labor 15 abundant In this way, a firm 


TABLE 1 
Major Perspectives of Global Marketing Strategy 
Perspective Basic Logic Key Variables Antecedents Effects 
Standardization Scale Economies Product Convergence of Efficiency 
perspective Low-cost Standardization cultures Consistency 
Simplification Promotion Similarity of demand Transfer of ideas 
standardization Low trade barriers 
Standardized channel Technological 
structure advances 
Standardized price Onentation of firm 
Configuration- Comparative Concentration of Low trade barriers Efficiency 
coordination advantage value-chain Technological Synergies 
perspective Interdependency activities advances 


Specialization 


Integration Cross-subsidization Integration of 
perspective Competitive competitive moves 
dislocation Global market 


Rationalization 


Coordination of value- 
chain activities 


participation 


Onentation of firm 
International 
experience 


Effectiveness in 
competition 
Competitive leverage 


Low trade barners 
Orientation of firm 
International 
experience 
Integrated markets 


See se st 
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can benefit from the comparative advantage of respective 
countries 

A third perspective of global marketing strategy 15 the 
integration view Jt is concerned with how a firm's competi- 
tive battles are planned and executed across country mar- 
kets According to this view, a key to global marketing suc- 
cess 15 participation in all major world markets to gain 
competitive leverage and effective integration of the firm's 
competitive campaigns across these markets (Birkinshaw, 
Morrison, and Hulland 1995, Yip 1989, 1995, Zou and 
Cavusgil 1996) In global industries, operations in different 
countries are interdependent, and a firm must be able to sub- 
sidize operations ın some markets with resources generated 
in others (Birkinshaw, Morrison, and Hulland 1995, 
Ghoshal 1987, Hamel and Prahalad 1985) and respond to 
competitive attacks in one market by counterattacking in 
others (Yip 1989, 1995) Thus, in the integration perspec- 
tive, the essence of global marketing strategy 1s to integrate 
the firm's competitive moves across the major markets in the 
world (Birkinshaw, Morrison, and Hulland 1995, Ghoshal 
1987) 

Regardless of the perspective adopted, most researchers 
ascribe a firm's positive performance in global industries to 
the pursuance of a global marketing strategy Although this 
relationship 1s often presumed (see Jain 1989, Ohmae 1989, 
Porter 1986, Yip 1995), empirical evidence is limited and 
inconclusive For example, Samiee and Roth (1992) find no 
significant relationship between global standardization and 
a firm's performance, whereas Szymanski, Bharadwaj, and 
Varadarajan (1993a) find that businesses are better off stan- 
dardizing their strategic resource mix and competitive strat- 
egy across Western markets In the exporting context, 
Cavusgil and Zou (1994) find a positive relationship 
between product adaptation and export venture perfor- 
mance The lack of consistent and conclusive empirical evi- 
dence for the effect of global marketing strategy on perfor- 
mance 1s a serious issue, because if the effect cannot be 
substantiated, much of the knowledge ın global marketing 
could be called into question 

Our review of the literature suggests that a major reason 
for the inconclusiveness in the literature 15 the lack of a uni- 
fied conceptualization of global marketing strategy Without 
a broad construct of global marketing strategy, there are at 
least two major problems First, with a few exceptions (e g , 
Yip [1989] and Johansson and Yip [1994], who take a broad 
view of global marketing strategy), previous researchers 
often subscribe to one perspective of global marketing strat- 
egy and use the same term to refer to different aspects of a 
firm's behavior, producing results that are difficult to com- 
pare and sometimes contradictory Second, the richness of 
global marketing strategy cannot be exploited Adopting 
only one perspective means that the full range of options for 
a firm to improve its global market performance may not be 
captured, which leads to partial explanation of a firm’s per- 
formance and to incomplete theory 

Another reason for the inconclusiveness in the literature 
15 the dearth of cross-sectional empirical studies that test the 
effect of global marketing strategy on performance (Szy- 
manski, Bharadwaj, and Varadarajan 1993a) Most studies 
draw their conclusions from anecdotal cases of company 
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experience In addition, with the notable exception of 
Johansson and Yip (1994), the few cross-sectional empirical 
studies that exist have focused on only one perspective of 
global marketing strategy the standardization perspective 
(e g , Laroche et al 2001, Samiee and Roth 1992, Szyman- 
ski, Bharadwaj, and Varadarajan 1993а), the configura- 
tion—coordination perspective (e g , Roth 1992), or the inte- 
gration perspective (eg, Birkimshaw, Morrison, and 
Hulland 1995) Compounding the problem 15 the lack of a 
unified scheme for measuring global marketing strategy 
When different measurement schemes are used, findings of 
different studies cannot be meaningfully compared As a 
result, confusion 15 likely to occur when researchers attempt 
to generalize the findings of a study to another context, hin- 
dering further advancement of knowledge 

In light of the limitations associated with the existing ht- 
erature, и ıs important to develop a broad conceptualization 
of global marketing strategy that can incorporate the exist- 
ing perspectives It is also essential to empirically substanti- 
ate the effect of global marketing strategy on a firm's per- 
formance by means of a cross-sectional study 


The GMS 


The prominence of the three perspectives of global market- 
ing strategy in the literature suggests that a new conceptual- 
ization of global marketing strategy should be sufficiently 
broad to accommodate all three perspectives From the pre- 
ceding discussion and Table 1, it 1s evident that this 15 feasi- 
ble on two grounds First, each perspective focuses on dif- 
ferent aspects of a firm’s global marketing behavior but on 
the same goal enhancing the firm’s performance in the 
global market Each offers a partial explanation of how to do 
that Specifically, the standardization perspective empha- 
sizes how much a firm’s product, promotion, channel struc- 
ture, and price are standardized across the country markets 
In contrast, the configuration—coordination perspective 
focuses on the degree to which a firm’s value-chain activi- 
ties are concentrated in a few country locations and coordi- 
nated across the countries, whereas the integration perspec- 
tive stresses a firm’s competitive leverage through 
participation in the major markets and integration of com- 
petitive moves across country markets 

Second, the theoretical logic of how to enhance a firm’s 
global market performance that underlies each perspective 1s 
different but not mutually exclusive The pursuance of a per- 
spective does not preclude a firm from pursuing another per- 
spective It should be recognized, however, that the extent to 
which a perspective can be applied may be constrained by 
the product market environments as well as by the internal 
organizational characteristics The global marketing litera- 
ture stresses the degree to which each perspective can be 
pursued, as opposed to the extreme points of the perspective 
(е 2 , Cavusgil and Zou 1994, Jain 1989) Indeed, the three 
perspectives can be pursued simultaneously to the extent 
that they fit the external market environments and internal 
organizational characteristics 

Building on the literature and the rationale advanced 
previously, we define the GMS as the degree to which a firm 
globalizes its marketing behaviors ın various countries 


through standardization of the marketing-mix variables, 
concentration and coordination of marketing activities, and 
integration of competitive moves across the markets In con- 
trast to a domestic marketing strategy, which 15 concerned 
with the content of the elements of a specific marketing pro- 
gram та single country, the GMS 15 concerned with the 
relationship among the firm's marketing operations across 
countries The aim of the GMS is to enhance the firm's over- 
all performance on a worldwide basis In Figure 1, the GMS 
is presented as the second-order factor of eight dimensions 
that are derived, respectively, from the standardization, 
configuration-coordination, and integration perspectives of 


global marketing strategy ! These GMS dimensions capture 
diverse perspectives to examine the relationship among the 
firm’s various country-based marketing strategies The defi- 
nitions of these eight GMS dimensions are presented in 
Table 2 





'We onginally treated the GMS as a composite of its dimen- 
sions A reviewer suggested that we treat the GMS as a second- 
order factor and use the second-order CFA to fit the measurement 
model The results of the structural analysis remain the same in 
terms of the sign and significance, regardless of whether the GMS 
1s treated as a composite or as the second-order factor 


FIGURE 1 
The GMS: A Broad Conceptualization of Global Marketing Strategy 
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TABLE 2 
Definition of the GMS Dimensions 





The GMS Dimension 

Product standardization 
Promotion standardization 
Standardized channel structure 
Standardized price 
Concentration of marketing 


activities 


Coordination of marketing 
activities 
Global market participation 


Integration of competitive 
moves 


Definition 
The degree to which a product is standardized across country markets 
The degree to which the same promotional mix is executed across country markets 
The degree to which the firm uses the same channel structure across country markets 
The degree to which the firm uses the same price across country markets 
The extent to which a firm's marketing activities, including development of promotional 
campaign, pricing decision, distribution activities, and after-sale services, are deliberately 
performed in a single or a few country locations 
The extent to which a firm's marketing activities in different country locations, including 
development of promotional campaign, pricing decision, distribution activities, and after- 
sale services, are planned and executed interdependently on a global scale 


The extent to which a firm pursues marketing operations in all major markets in the world 


The extent to which a firm's competitive marketing moves in different countries are 
interdependent 


eee 


Global Marketing Strategy / 43 


In the remainder of this article, “the GMS” 15 used 
specifically to denote this newly defined broad concept of 
global marketing strategy, whereas “global marketing strat- 
egy” is used in a generic sense The GMS has two key char- 
acteristics First, the GMS effectively integrates all three 
major existing perspectives of global marketing strategy 
Thus, each perspective becomes a special case of the GMS 
Compared with previous studies, the GMS offers a more 
complete explanation of how a firm enhances its perfor- 
mance 1n the global market Second, drawing from previous 
studies, distinctive GMS dimensions are used to represent 
each of the three perspectives of global marketing strategy 
Specifically, consistent with Cavusgil, Zou, and Naidu 
(1993), Cavusgil and Zou (1994), and Cooper and Klein- 
schmidt (1985), the standardization perspective 1s captured 
by the standardization of four marketing-mix elements 
product standardization, promotion standardization, stan- 
dardized channel structure, and standardized price 

Following Craig and Douglas (2000), Porter (1986), 
Roth, Schweiger, and Morrison (1991), and Roth (1992) and 
focused on the marketing activities ın a firm's value-chain, 
the configuration-coordination perspective ıs summarized 
by concentration and coordination of marketing activities In 
the present study, marketing activities refer to the process of 
developing promotional campaigns, making pricing deci- 
sions, engaging in distribution activities, and implementing 
after-sale services These are different from the firm's mar- 
keting program, which is the focus of the standardization 
perspective In accord with Birkinshaw, Morrison, and Hul- 
land (1995) and Johansson and Yip (1994), the integration 
view 15 represented by global market participation and inte- 
gration of competitive moves In the following discussion, 
the GMS is linked to из main antecedents and performance 
effects 


A Model of the GMS and Firm 
Performance 


Theoretical Foundations 


Two theoretical perspectives are central to explaining the 
relationship between the GMS and a firm's performance the 
industrial organization (IO) theory and the resource-based 
view (RBV) The IO theory focuses on the external market 
to identify drivers of a firm's strategy and contends that the 
firm's performance is determined by its strategy The RBV 
uses the firm's internal organizational resources to explain 
its strategy and performance (Barney 1991, Collis 1991, 
Deligonul and Cavusgil 1997) 

According to the IO framework, external market and 
industry structure determines a firm's strategy (conduct), 
which in turn determines its performance (Porter 1980, 
Scherer and Ross 1990) The IO framework is best captured 
in the principle of coalignment, which contends that the fit 
(or congruency) between a firm's strategy and its environ- 
ment has significant, positive implications for performance 
(Venkatraman and Prescott 1990) 

In the IO framework, competitive advantage 15 viewed as 
a position of superior performance that a firm attains 
through offering either undifferentiated products at low 
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prices or differentiated products for which customers are 
willing to pay a price premium (see Day 1994, Porter 1980, 
1985) Strategy 1s conceived as a firm's deliberate response 
to the external industry/market imperatives, whereas com- 
petitive advantage can be sustained by business strategy 
(Barney 1991, Porter 1980) The premise 15 that the external 
market or industry imposes selective pressures to which a 
firm must respond (Conner 1991) Firms that respond suc- 
cessfully to these pressures through formulating and imple- 
menting a strategy will survive and prosper, whereas those 
that fail to respond are doomed to failure (Collis 1991) 
Therefore, ın the IO framework, the principal determinant of 
performance is a firm's strategy, and the primary drivers of 
the firm's strategy are external market forces 

The RBV recognizes the importance of a firm's internal 
organizational resources as determinants of the firm's strat- 
egy and performance (Barney 1991) The RBV theorists 
contend that the differential endowment of strategic 
resources among firms 15 the ultimate determinant of their 
pertormance (Barney 1991, Grant 1991, Wernerfelt 1984) 
The term "resources" 1s used in a broad sense by the RBV 
theorists Barney (1991) defines internal organizational 
resources as all assets, capabilities, organizational 
processes, firm attributes, information, knowledge, and so 
forth that are controlled by a firm and that enable it to con- 
ceive and implement strategies to improve its efficiency and 
effectiveness Porter (1991, 1996) argues that the most crit- 
ical resources are those that are superior in use, hard to ımı- 
tate, difficult to substitute for, and more valuable within the 
firm than outside Prahalad and Hamel (1990) and Hamel 
and Prahalad (1994) use the term *core competence" for this 
type of internal organizational resources 

According to the RBV, a firm's competitive advantages 
reside in the inherent heterogeneity of the immobile strate- 
gic resources the firm controls (eg, Barney 1991, Porter 
1991) Strategy 15 viewed as a firm's conscious move to 
leverage its idiosyncratic endowment of strategic resources 
(Hamel and Prahalad 1994, Lado, Boyd, and Wright 1992, 
Wernerfelt 1984) Thus, the principal drivers of a firm's 
competitive strategy and performance may be internal to the 
firm Although the RBV recognizes that a firm's physical 
resources are important determinants of performance, it 
places primary emphasis on the intangible skills and 
resources of the firm (Barney 1991, Collis 1991, Hamel and 
Prahalad 1994, Porter 1996), such as organization culture 
and experience 


A Structural Model of the GMS 


Building on the IO framework and the recent developments 
in the RBV, as well as the prior studies on global marketing 
strategy, we present a structural model of the GMS and a 
firm's global market performance in Figure 2 The core tenet 
of this model is that when there is a good fit between the 
newly conceptualized GMS and a firm's external market 
environment and internal organizational characteristics, the 
GMS is a key determinant of the firm's performance in the 
global market By focusing on the GMS, the model incor- 
porates all three major perspectives of global marketing 
strategy in the literature. Moreover, the GMS is posited to be 


FIGURE 2 
A Structural Model of the GMS 
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driven by both external globalizing conditions, as suggested 
by the IO framework, and internal firm characteristics such 
as international experience and global orientation, as sug- 
gested by the RBV in the recent strategy literature It 15 also 
noteworthy that the proposed model is different from a typ- 
ical marketing strategy-performance model in that it 15 
focused on how the relationship among a firm's marketing 
strategies 1n various countries affects the firm's worldwide 
performance 


Model Components and Hypotheses 


The GMS and firms’ global market performance The 
GMS is posited in the model as a key determinant of a firm's 
global market performance Consistent with previous stud- 
ies (e g , Cavusgil and Zou 1994, Samiee and Roth 1992), a 
firm's global market performance 15 conceived as having 
both a strategic and a financial dimension and is assessed on 
a worldwide basis that includes the domestic market Strate- 
gic performance refers to a firm's global market share and 
competitive position relative to major rivals, whereas finan- 
cial performance involves the firm's efficiency in carrying 
out global marketing, including its cost position, sales 
growth, and profitability in the global market Although 
financial performance is the ultimate goal for many firms, 
strategic performance 15'а vital intermediary gauge because 
it can lead to enhanced financial performance For example, 
a firm's market share has been found to affect its profitabil- 
ity (Buzzell and Gale 1987, Szymanski, Bharadwaj, and 
Varadarajan 1993b) 

As noted previously, all three perspectives of global 
marketing strategy have a common focus on enhancing a 
firm's performance in the global market, though each 
emphasizes a particular aspect of the firm's global market- 
ing Therefore, individual dimensions of the GMS that orig- 
inate from the three perspectives of global marketing strat- 
egy are believed to fit the external forces in the global 
industries (Ghoshal 1987, Jain 1989, Levitt 1983, Porter 


1986, Samiee and Roth 1992, Yip 1995, Zou and Cavusgil 
1996) On the basis of the principle of coalignment (Venka- 
traman and Prescott 1990), the GMS should have a positive 
effect on the firm’s global market performance Therefore, 
we expect that the GMS influences a firm’s global strategic 
performance and financial performance positively 


H, A firm’s global strategic performance 1s positively influ- 
enced by the GMS 


Н; A firm's global financial performance 1s positively influ- 
enced by the GMS 


Н; A firm's global financial performance is positively related 
to its global strategic performance 


External globalizing conditions External globalizing 
conditions are defined as external forces that are conducive 
to global marketing In global industries, many external 
forces may prompt a firm to adopt the GMS In the model, 
the five-item composite scale that Samiee and Roth (1992) 
develop to incorporate “five prerequisites” of global market- 
ing 1s taken as the summary measure of external globalizing 
conditions This scale summarizes many external causes of 
the GMS (see Samiee and Roth 1992, p 8), such as the con- 
vergence of consumer demand (Levitt 1983, Yip 1995), the 
technological infrastructure for global marketing (Yip 1995, 
Zou and Cavusgil 1996), and the competitive pressure in the 
global market (Porter 1986, Yip 1995) When globalizing 
conditions exist, ıt ıs feasible and advisable for a firm to par- 
ticipate in all major world markets (Levitt 1983, Ohmae 
1985), standardize its marketing programs (Jain 1989, Levitt 
1983, Samiee and Roth 1992), concentrate and coordinate 
its worldwide marketing activities (Porter 1986, Roth, 
Schweiger, and Morrison 1991), and integrate its competi- 
tive moves across markets (Birkinshaw, Morrison, and Hul- 
land 1995, Yip 1995) Therefore, the following relationship 
15 expected 


H4 The GMS 1s positively influenced by external globalizing 
conditions 
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Global orientation. Recent literature highlights the sig- 
nificance of internal organizational resources in determining 
a firm's strategy and performance (e g , Bartlett and Ghoshal 
1991, Kim and Mauborgne 1991, Prahalad and Hamel 1990, 
Wernerfelt 1984, 1995) Although many resources may play 
a role, two factors stand out 1n the proposed model of the 
GMS global orientation (Ohmae 1989, Perlmutter 1969) 
and international experience (Cavusgil and Zou 1994, Dou- 
glas and Craig 1989) Global orientation is the organization- 
wide emphasis on success on a worldwide basis rather than 
on a country-by-country basis (Ohmae 1989, Zou and 
Cavusgil 1996) Global orientation is a part of a firm's orga- 
nization culture because ıt reflects the firm's value (Kotter 
and Heskett 1992) In Perlmutter's (1969) framework, 
involving firms’ ethnocentric, polycentric, regiocentric, and 
geocentric orientations, a firm with an ethnocentric orienta- 
tion focuses on success ın its domestic market, whereas a 
firm with a polycentric orientation responds to idiosyncratic 
local demands with customized marketing programs and 
seeks success on a country-by-country basis A firm with a 
regiocentric/geocentric orientation treats the region/world as 
a single market and seeks success on a regionwide/world- 
wide basis 

Global orientation 1s a valuable organizational resource 
because 1t 1s difficult to copy in a firm's global rationaliza- 
tion of marketing operations (Douglas and Craig 1989) and 
has been linked to a firm's adoption of global marketing 
strategy (Ghoshal 1987, Levitt 1983) With a global orienta- 
tion, the corporate headquarters would adopt an “едила 5- 
tant" perspective toward various markets 1n the world and 
strive to achieve success on a worldwide basis (Ohmae 
1989), and subsidiaries would be willing to contribute to and 
make sacrifices for the global performance of the firm Thus, 
with a global orientation, subsidiaries are more likely to sup- 
port the headquarters’ mandate to pursue a global marketing 
strategy (Quelch and Hoff 1986, Yip 1995) Therefore, 


H4 The GMS is positively influenced by a firm's global оп- 
entation 


International experience The value of international expe- 
rience for global marketing 15 well established in the litera- 
ture Douglas and Craig (1989) stress this as a driver in a 
firm's global expansion Their three-stage evolutionary model 
of international marketing contends that the most experienced 
international firms are likely to seek global rationalization of 
their marketing operations, whereas the less experienced are 
unlikely to do so (Douglas and Craig 1989) International 
experience affects not only whether a firm pursues a global 
marketing strategy but also how well it positions itself in the 
global market Experienced international firms are more 
likely to identify strategic markets to enter, respond to chang- 
ing global market environment, and take advantage of the dif- 
ferential comparative advantages of various countries (Hill 
1996) Such firms are more likely to enjoy superior competi- 
tive positions in the global market Cavusgil and Zou (1994) 
offer empirical support for the positive effect of international 
experience on a firm's export performance Therefore, the fol- 
lowing effects of international experience are expected 


Hg The GMS is positively influenced by the firm's interna- 
tional experience 
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H; A firm's global strategic performance 1s positively influ- 
enced by its international experience 


Research Methodology 


Sampling Frame 


A cross-industry mail survey of business units (BUs) com- 
peting in global industries was conducted The BU, as 
opposed to the multinational corporation (MNC) as a whole, 
was selected for analysis because most MNCSs are so well 
diversified that their various BUs may face a diverse set of 
globalizing conditions, have different internal characteris- 
tics, and pursue different strategies A focus on the MNC 
would inevitably introduce measurement errors and possibly 
invalidate the research findings 

The selection of the global industries paralleled the pro- 
cedures developed by Samtee and Roth (1992) First, a thor- 
ough review of the literature (e g , Ghoshal 1987, Hamel and 
Prahalad 1985, Hout, Porter, and Rudden 1982, Johansson 
and Yip 1994, Porter 1980, 1986, Roth, Schweiger, and 
Morrison 1991, Samiee and Roth 1992, Yip 1995) revealed 
more than 40 industries that are global in scope Second, we 
decided to focus only on manufacturing firms, because the 
literature revealed a fundamental difference 1n international 
strategy between service and manufacturing firms (eg, 
Erramilli and Rao 1993) This reduced the list to 28 Third, 
we examined the trade ratio of each industry, because Porter 
(1986) and Samiee and Roth (1992) argue that a high level 
of intraindustry trade indicates the interdependency neces- 
sary for an industry to be global We set a 30 70 trade ratio 
(1e, 3096 of total industry sales are accounted for by intra- 
industry trade) as the minimum qualification, and this lim- 
ited the sampling frame to 23 manufacturing industries 2 
Fourth, we examined the 23 industries to ascertain that at 
least one firm competes globally (Samiee and Roth 1992) 
All 23 candidates met this criterion 

Within the 23 global industries, 434 BUs were identified 
through D&B's America’s Corporate Families and The 
Directory of Corporate Affiliations Four criteria were used 
in selecting these BUs First, the BU needed to be based ın 
the United States, though the parent company could be 
based elsewhere This criterion. was used to avoid adding 
extra costs to data collection (such as international postage 
and translation and back-translation costs) without restrict- 
ing the subjects to U S. firms only Second, the BU needed 
to have operations in Japan or Europe in addition to the 


2The 23 global industnes that resulted from this process were 
typesetting machinery (2791), pharmaceutical preparations (2834), 
soap and other detergents (2841), perfumes, cosmetics, and other 
toilet preparations (2844), pesticides and agncultural chemicals 
(2879), oil and gas field machinery and equipment (3533), textile 
machinery (3552), ball and roller bearings (3562), electronic com- 
puters (3571), computer peripheral equipment (3577), scales and 
balances (3596), household refngerators and freezers (3632), 
household appliances (3639), household audio and video equip- 
ment (3651), semiconductors and related devices (3674), passen- 
ger automobiles (3711), automotive parts (3714), civilian aircraft 
(3721), aircratt parts and auxiliary equipment (3728), electromed- 
1cal apparatus (3845), X-ray apparatus (3844), photographic equip- 
ment and supplies (3861), and watches, clocks, and parts (3873) 


United States so that it was indeed competing in major for- 
eign markets, not just 1n the United States Third, the BU 
needed to have at least 200 employees Fourth, annual sales 
of the BU needed to total at least $20 million These crite- 
па, which are in line with Dess, Ireland, and Hitt’s (1990) 
recommendation for controlling industry effects, were con- 
sidered necessary to enhance the relative homogeneity of the 
sampling frame so that any relationships discovered could 
not be attributed to extraneous factors 


Instrument Development 


We developed a structured survey instrument in several 
stages First, we screened the literature on global marketing 
to identify verified scale items for measuring the factors in 
this research Although some had been developed by previ- 
ous researchers, such as Samiee and Roth’s (1992) globaliz- 
ing conditions and Roth, Schweiger, and Morrison’s (1991) 
concentration and coordination of value-chain activities, we 
developed others for the present study 

Second, a list of items that would be potentially useful 
as measures was developed on the basis of the literature 
These items were then expanded into Likert-type statements 
anchored by a seven-point scale ranging from "strongly dis- 
agree" (1) to "strongly agree" (7) Third, personal interviews 
were conducted with three MNC executives responsible for 
international operations and with four scholars familiar with 
global marketing research АП were asked to evaluate 
whether the statements (1) were meaningful, understand- 
able, “loaded,” or offensive and (2) were valid measures of 
the factors proposed in the model On the basis of these 
interviews, some statements were dropped, and a few were 
modified For example, the item measuring the standardized 
price was dropped, because the executives believed that they 
could not provide accurate information on this Local regu- 
lations and competitive situations were such that their BUs 
had little control over the final prices of their products in for- 
eign markets Fourth, the revised instrument was sent back 
to the same executives and scholars to ensure that they were 
satisfied with the changes The modified instrument was 
then adopted with some amendments 

Fifth, as a pretest, 12 BUs were randomly chosen from 
the sampling frame of 434 The preliminary instrument was 
sent to the chief executive officer (CEO) or president of each 
for an evaluation of the questionnaire length, the time needed 
to complete ıt, and the content of individual items Three 
“expert researchers” in the field also were asked for an eval- 
uation The final questionnaire reflected the feedback of three 
responding CEOs and the three experts Consistent with Dill- 
man’s (1978) suggestion, the instrument was printed as a 
booklet Instructions at the beginning asked respondents to 
refer to “the most important product (or product line)” of 
their business unit when completing it This was designed to 
avoid the confounding problem that could occur 1f a BU had 
more than one product and a different strategy for each 


Measurement of the Constructs 


The GMS We developed scales for measuring the first- 
order dimensions of the GMS on the basis of prior literature 
With the exception of standardized channel structure, which 


was measured by a single item, multiple indicators were 
employed to measure directly how a BU pursued each 
dimension We developed measures for product standardiza- 
tion and promotion standardization on the basis of Cavusgil 
and Zou’s (1994) and Yip’s (1991) work These were 
intended to gauge the degree to which a BU’s product and 
promotional mix (e g , advertising and sales promotion) are 
standardized across the markets Measures for coordination 
and concentration of marketing activities were adapted from 
Roth, Schweiger, and Morrison (1991) to four important 
marketing activities development of promotional cam- 
paigns, pricing decisions, distribution activities, and after- 
sale services For global market participation, Yip’s (1991) 
measures were expanded and adapted Finally, measures for 
Integration of competitive moves were developed on the 
basis of Hout, Porter, and Rudden’s (1982), Hamel and Pra- 
halad’s (1985), and Yip’s (1995) work All items were regis- 
tered on Likert-type scales with seven points, except con- 
centration and coordination of marketing activities, which 
were measured on a seven-point bipolar scale 


Global market performance On the basis of Cavusgil 
and Zou’s (1994) and Porter’s (1985, 1986) work, we devel- 
oped multiple measures for a BU’s global strategic perfor- 
mance These items were designed to assess the BU’s global 
market share, competitiveness, strategic position, and lead- 
ership position relative to major rivals Similarly, measures 
for global financial performance were adapted from Cavus- 
gil and Zou (1994), Roth, Schweiger, and Morrison (1991), 
and Samiee and Roth (1992) These were designed to assess 
the BU’s global cost position, sales, profitability, and return 
on investment relative to major rivals These items were for- 
matted in Likert-type statements and registered on а seven- 
point scale 


Global orientation. and international experience We 
developed measures of global orientation on the basis of the 
work of Perlmutter (1969), Levitt (1983), and Ohmae 
(1989) These were designed to tap the BU’s perceived 
importance of the global market, subsidiaries’ willingness to 
make sacrifices for better performance of the BU as a whole, 
and the BU’s equidistant perspective We used a seven-point 
Likert scale for each Similarly, items for measuring the 
BU’s international experience were adapted from Cavusgil, 
Zou, and Naidu (1993) We used these items to assess the 
BU’s length of international involvement and management’s 
experience abroad They were also measured on a seven- 
point Likert scale 


External globalizing conditions We adopted the five- 
пет scale developed by Samiee and Roth (1992) to assess 
the external globalizing conditions They were designed to 
ascertain the degree to which (1) customer needs are stan- 
dardized worldwide, (2) product awareness and information 
exist worldwide, (3) standardized product technology exists 
worldwide, (4) standardized purchasing practices exist 
worldwide, and (5) major competitors market standardized 
products worldwide (Samiee and Roth 1992, p 8) These five 
items reflect managers’ perceptions of their BUs’ external 
environment and are described by Samiee and Roth (1992) 
as the prerequisites of global marketing We used a seven- 
point Likert scale in this study to register the responses 
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Data Collection 


Data were gathered in three phases Initially, a personalized 
cover letter, the survey instrument, and a postage-paid busi- 
ness reply envelope were sent to the CEO, president, or vice 
president for international operations of each of the 422 BUs 
remaining in the sampling frame (12 were used for the 
pretest) Three weeks thereafter, completed questionnaires 
had been returned by 72 BUs Another 15 questionnaires 
were returned as undeliverable because of a wrong mailing 
address or because the addressee had retired or was no 
longer with the BU 

The second phase started three weeks after the initial 
mailing A personalized cover letter, a replacement copy of 
the survey instrument, and a postage-paid business reply 
envelope were sent to those who had not responded Four 
weeks later, completed questionnaires had been returned by 
another 40 BUs A few months later, with new research 
funding, a third mailing was conducted A personalized 
cover letter, a copy of the questionnaire, and a postage-paid 
business envelope were sent to the executives who had not 
responded previously From this third mailing, 14 completed 
questionnaires were received but 10 other questionnaires 
were returned as undeliverable because the executives were 
no longer with the BUs 

Overall, completed questionnaires were received from 
126 BUs, of which 44 were from CEOs or presidents and 82 
were from vice presidents Twenty-three BUs wrote back 
that they were unable to respond because the survey was 
inappropriate to their experience ог it was the company pol- 
Icy not to respond to any survey Excluding the undeliver- 
able cases and those who believed that ıt was inappropriate 
to respond, the overall effective response rate was 33 6% 
(126 of 374) The BUs ın the sample averaged approxi- 
mately 1467 employees, $341 million in annual sales, and 
11 years of international experience. Of the 126 BUs in the 
sample, approximately 21% marketed consumer products, 
45% marketed industrial products, and the remainder mar- 
keted both 


Assessment of Nonresponse Bias 


We assessed potential nonresponse bias by comparing the 
responding and nonresponding BUs, as well as the early and 
late respondents (Armstrong and Overton 1977) In the for- 
mer comparison, there was no significant difference in BUs’ 
number of employees, but the responding BUs had higher 
sales volume than the nonresponding ones (t = —2 537, p < 
01) In the latter comparison, we compared the BUs that 
responded to the first mailing with those that responded to 
later mailings 1n terms of annual sales, number of employ- 
ees, performance, international experience, global ortenta- 
tion, and globalizing conditions. Using t-tests, we found no 
significant difference at the 05 level in these comparisons 
Overall, nonresponse bias does not seem to be a serious 
concern 


Analysis and Findings 


To assess the GMS scale and the measurement model of 
the factors and to test the structural model and the related 
research hypotheses, we adopt a two-stage data analysis 
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approach recommended by Anderson and Gerbing (1988) 
and Hunter and Gerbing (1982) in the present study First, 
we perform a second-order confirmatory factor analysis 
(CFA) to test the convergent validity and discriminant 
validity of the GMS dimensions, as well as the entire mea- 
surement of the factors 1ncluded in the structural model 
We calibrate the loadings of the first-order GMS dimen- 
sions on the GMS, the second-order factor, 1n this analy- 
sis In addition, the covariance matrix of the GMS and 
other investigated factors are obtained for subsequent 
analysis Second, we conduct a structural path analysis on 
the covariance matrix obtained from the first-stage analy- 
sis to test the structural model and the related research 
hypotheses The advantages of separating the measure- 
ment model from the structural model for analysis over 
simultaneous assessment of the two models have been well 
articulated by Anderson and Gerbing (1988) and Hunter 
and Gerbing (1982) These include the ability to pinpoint 
model misspecification and the opportunity to minimize 
the potential for interpretational confounding (Anderson 
and Gerbing 1988, p 418) The practice 1s also well 
accepted in the marketing literature (e g , Li and Calantone 
1998) 


The Second-Order CFA 


To assess the measurement model of the GMS scale and 
other factors, we carried out a second-order CFA In the 
measurement model, the GMS is the second-order factor of 
seven first-order GMS dimensions The standardized price 
dimension of the GMS was not included ın the analysis 
because, as mentioned previously, the executives indicated 
that their BUs had little control over the final prices 1n the 
foreign markets and that they could not respond to the ques- 
tion accurately As a result, we dropped the question about 
standardized price from the questionnaire 

The second-order CFA model was fitted by the elliptical 
reweighted least square (ERLS) procedure of the EQS pro- 
gram (see Bentler 1995) Elliptical distributions are a broad 
family of statistical distributions that include the normal 
distribution as a special case Because the elliptical distrib- 
utions are not constrained regarding kurtosis, the use of 
ERLS 15 recommended over the maximum likelihood (ML) 
when the assumption of normality may not be met (Browne 
1984) According to Sharma, Durvasula, and Dillon (1989), 
the performance of ERLS 15 equivalent to that of ML for 
normal data and superior to that of other estimation tech- 
niques for nonnormal data Given the nature of the mea- 
sures of marketing constructs, the assumption of multivari- 
ate normality 15 seldom met in an empirical data set, and as 
a result, ERLS is a desirable procedure to use 1n marketing 
research (Mohr and Sohi 1995, Singh 1993) In EQS, the 
ML estimates are obtained by an iterative process that starts 
at the input parameter values supplied by the researcher or 
by default values, whereas the ERLS estimates are obtained 
by starting the iterative process with converged values 
based on the ML (Bentler 1995, p 47) The results of the 
analysis are shown in Table 3 Consistent with Anderson 
and Gerbing’s (1988) suggestion for purifying the measure- 
ment model, four items were dropped because of their low 
loadings 


TABLE 3 
Results of the Second-Order CFA by ERLS 
———— MÁ—MMMÁMÁÓÁÉÁÉT ва es T i 


Standard- 
ized 

Factor Item Loading t-Value 
Global Marketing Strategy (Second-Order Factor) 
GMS, Product standardization (seven-point Likert scale) 
1 We adopt a standardized core product across all major markets in the world .830 — 
2. Globally standardized components make up a significant percentage of the total cost of our 

product. .578 6 417 
3 Main features of our product are standardized across major markets in the world .894 10 204 
4 The product designs we use in different country markets are very similar 661 7 545 
GMS; Promotion standardization (seven-point Likert scale) 
1 Execution of our advertising varies greatly from one country market to another (R) 984 — 
2 We use very different techniques for sales promotion in different country markets (R) 938 28 850 
GMS; Standardized channel structure (seven-point Likert scale) 
1 We develop similar channel structure for distributing any product in different country markets 976 — 
GMS, Concentration of marketing activities (seven-point bipolar scale) 
1 Development of promotional campaigns (1 = “dispersed,” 7 = "concentrated") 761 — 
2 Pricing decisions (1 = “dispersed,” 7 = "concentrated") .624 6 170 
3 Distribution activities. (1 = “dispersed,” 7 = "concentrated") 759 7 325 
4 After-sale services (1 = “dispersed,” 7 = "concentrated") 755 7 302 
GMSg Coordination of marketing activities (seven-point bipolar scale) 
1 Development of promotional campaigns (1 = "not coordinated at all,” 7 = "highly coordinated") 686 — 
2 Рпсіпо decisions (1 = "not coordinated at all,” 7 = "highly coordinated") 726 6.845 
3 Distribution activities (1 = "not coordinated at all,” 7 = “highly coordinated") 834 7 553 
4 After-sale services (1 = "not coordinated at all," 7 = “highly coordinated") 780 7 252 
GMSg Global market participation (seven-point Likert scale) 
1 We have business operations in all major markets in the world 946 — 
2 The revenues from our product line are well spread across different country markets 749 10 564 
3 Our business unit competes in all major markets in the world 893 14 732 
GMS; Integration of competitive moves (seven-point Likert scale) 
1 We often subsidize our competitive campaign in a country with resources generated from 

other countries 567 — 
2 Our competitive moves across all major markets in the world are highly coordinated 981 7 287 
Global Orientation (seven-point Likert scale) 
1 Every market in the world is important to our business unit 587 6 033 
2 Individual subsidiaries are willmig to sacrifice their profitability in order to achieve better 

performance for our business unit as a whole 547 5 564 
3 We place a higher priority on our domestic business than on our foreign businesses (R) 709 7 402 
International Experience (seven-point Likert scale) 
1 Our management possesses a great deal of international business experience 884 8 889 
2 We have had a long history of international business involvement -761 7 806 
Globalizing Conditions (seven-point Likert scale) 
1 Customer needs are standardized worldwide 953 9 012 
2 Product awareness and information exist worldwide 675 9 258 
3 Standardized product technology exists worldwide 713 10.192 
4 Standardized purchasing practices exist worldwide 679 9 357 
5 Our major competitors market standardized products worldwide 603 7 737 
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TABLE 3 
Continued 


LL ———————— 


Factor Item 


Strategic Performance (seven-point Likert scale) 


1 The strategic position of our business unit in the global market Is very strong 

2 Relative to our major competitors, our business unit is very competitive in the global market 
3 Our global market share is very high relative to our major competitors 

4 We have been able to build a global leadership position in our industry 


Financial Performance (seven-point Likert scale) 


1 Compared to major competitors, global sales of our business unit have been increasing rapidly 
2 The global operations of our business unit are very profitable relative to our major competitors 
3 Our return on investment (RO!) is higher than that of our major competition 


Second-Order GMS Scale 


GMS, Product standardization 

GMS, Promotion standardization 

GMS, Standardized channel structure 
GMS, Concentration of marketing activities 
GMS, Coordination of marketing activities 
GMSg Global market participation 

GMS; Integration of competitive moves 


Model Fit Statistics Chi-square statistic of the model 
(Degrees of freedom) 
Bentler-Bonett nonnormed fit index 
Bentler-Bonett normed fit index 


Comparative fit index 


Bollen fit index 
Notes — indicates a fixed scaling parameter 


To evaluate the fit of the second-order CFA measure- 
ment model of the GMS scale and other factors, we followed 
the procedure recommended by Bagozzi and У: (1988) 
First, we screened the univariate and multivariate statistics 
of the input variables and detected no apparent outlier Sec- 
ond, we examined the EQS outputs but found no anomalies 
and no special problem in the minimization process In addi- 
tion, the variance estimates were all significantly greater 
than zero These findings suggest that the estimation process 
converged properly Third, we examined the model fit sta- 
tistics The ERLS chi-square 1s 90052 (degrees of 
freedom = 576), which is statistically significant at the 05 
level However, because the chi-square statistic should not 
be used as the sole measure of model fit, we examined other 
measures of model fit (Bentler and Bonett 1980) We found 
that the Bentler-Bonett nonnormed fit index, the 
Bentler-Bonett normed fit index, the comparative fit index, 
and the Bollen's fit index аге 901, 786, 910, and 911, 
respectively Given the relatively complex nature of the 
measurement model, which includes a second-order factor 
(1e, the GMS), these fit indices suggest that the second- 
order CFA model fit the data adequately (Bentler 1995, 
Bollen 1989) 

Fourth, we checked the internal structure of the model 
and tested the convergent validity of the GMS dimensions 
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Standard- 

ized 
Loading t-Value 

817 10 792 
881 12 185 
.870 11 952 
945 13 798 
649 7 539 
927 12 151 
776 9 490 
536 5157 
579 — 
233 2 313 
182 1 943 
429 3842 
-740 8 321 
698 5 450 

900 515 

(576) 
901 
786 
910 
911 


and other factors We found that the normalized residuals аге 
small, and there is no improper solution in the output. More 
important, the loadings of items on their respective factors 
are all positive, high in magnitude, and statistically signifi- 
cant In addition, the loadings of the seven first-order GMS 
dimensions on the GMS are also positive and statistically 
significant These findings indicate that the factors in the 
measurement model, including the GMS's first-order 
dimensions, have strong convergent validity (Anderson 
1987, Anderson and Gerbing 1988) 

Finally, to assess the discriminant validity of the factors 
in the measurement model, we conducted two types of 
analysis. In the first type of analysis, we followed the pro- 
cedure recommended by Bagozzi, Yi, and Phillips (1991) 
Specifically, we conducted a series of CFAs to test whether, 
for every pair of the factors in the measurement model, a 
two-factor model would fit significantly better than a one- 
factor model (Anderson 1987, Bollen 1989) If the two- 
factor model fits significantly better than the one-factor 
model, the discriminant validity of the two factors 15 sup- 
ported (Bagozzi, Yi, and Phillips 1991) Because the one- 
factor model ts nested within the two-factor model, we used 
the chi-square difference test to assess whether the two- 
factor model fits better than the one-factor model (Bollen 
1989) In all cases, we found that the two-factor model fits 


significantly better than the one-factor model, which sug- 
gests the presence of discriminant validity 3 

In another type of analysis based on Fornell and Lar- 
cker's (1981) suggestion, we found that the average variance 
extracted by the measure of each factor 15 larger than the 
squared correlation of that factor's measure with all mea- 
sures of other factors in the model Thus, the factors exhibit 
discriminant validity (Fornell and Larcker 1981) On the 
basis of the findings of these two types of analysis, we con- 
clude that all factors in the measurement model possess 
strong discriminant validity (Bagozzi, Yi, and Phillips 1991, 
Fornell and Larcker 1981) and the seven first-order GMS 
dimensions are indeed distinctive dimensions of the GMS 
scale 

Combining all aspects of the model evaluation described 
previously, we conclude that all factors in the measurement 
model possess both convergent and discriminant validity and 
that the second-order CFA model fits the data adequately 


Test of the Structural Path Model 


We tested the structural model of the GMS with its 
antecedents and effects in Figure 2 by a path analysis using 
the EQS program This approach to fitting the structural 
path model after the measurement model has been purified 
15 suggested by Anderson and Gerbing (1988) and Hunter 
and Gerbing (1982) and is consistent with the approach 
taken by Cavusgil and Zou (1994) and Li and Calantone 
(1998) Specifically, we applied the ERLS procedure within 
the EQS program to the мапапсе–сомапапсе matrix of the 
GMS scale and other factors that was obtained from the 
first-stage analysis No anomalies or special problems were 
encountered, and the program converged properly Figure 3 





"Test results of discnminant validity of all factors are available 
from the authors on request 


shows the major parameter estimates and fit statistics of the 
structural model 

As shown in Figure 3, the chi-square 15 27 664, which, 
with 5 degrees of freedom, is significant at the 05 level 
Because the chi-square should not be used alone to evaluate 
model fit (Bollen 1989), we also examined other fit indices, 
parameter estimates, and the internal structure of the model 
to evaluate the model, following the procedure recom- 
mended by Bagozzi and Yi (1988) We found that the 
Bentler-Bonett normed fit index 15 925, the nonnormed fit 
index is. 808, the comparative fit index 1s 936, and Bollen's 
fit index 15 938 In addition, the standardized residuals are 
small, and all parameter estimates are in the expected direc- 
tion. The high fit indices and the theoretically consistent 
parameter estimates suggest that the structural path model 
fits the data well Thus, we conclude that the path coeffi- 
cients adequately represent the relationships between the 
GMS scale and its antecedents and effects 

We then used the estimates of the path coefficients to test 
the hypothesized relationship between the GMS scale and 
other factors The path coefficients in Figure 3 show that a 
BU’s global financial performance is influenced positively 
and significantly by the GMS (t = 2 077, p « 05) and by its 
global strategic performance (t = 4 601, p < 01) Thus, Н, 
and H; are supported In addition, a BU's global strategic 
performance 15 influenced positively and significantly by the 
GMS (t= 4 681, p< 01) and by its international experience 
(t— 4 185, p< 01) Thus, support is found for H, and Н; 

When examining the antecedents of the GMS, we found 
that the GMS is influenced positively and significantly by 
the external globalizing conditions (t = 5 481, p « 01), by 
the BU's global orientation (t = 12 173, p « 01), and by the 
BU’s international experience (t = 3 503, p < 01) Thus, Hy, 
Hs, and Hg are supported Overall, the structural path model 
fits the data adequately, and the hypothesized relationships 


FIGURE 3 
Fitted Structural Model of the GMS 
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Notes Model statistics chi-square = 27 664, degrees of freedom = 5, p< 01, normed fit index = 925, nonnormed fit index = 808, compara- 


tive fit index = 936, and Bollen fit index = 938 
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between the GMS and its antecedents and consequences аге 
supported by the findings 

To shed additional light on how individual GMS 
dimensions are related to a BU’s global market perfor- 
mance, we used the loadings of the first-order GMS dimen- 
sions on the second-order GMS scale in Table 3 in con- 
junction with the path coefficients from the GMS to a BU’s 
global market performance in Figure 3 to estimate the 
effect size of the individual GMS dimensions on firm per- 
formance We summarize the results in Table 4 On the 
basis of the effect size of individual GMS dimensions, we 
can make several observations 

First, a BU’s global strategic performance ts influenced, 
in the order of the effect size, by the BU’s global market par- 
ticipation, integration of competitive moves, promotion 
standardization, product standardization, and coordination 
of marketing activities The effects of standardized channel 
structure and concentration of marketing activities on the 
BU’s global strategic performance are relatively small Sec- 
ond, a BU’s global financial performance 1s influenced by 
its global market participation, integration of competitive 
moves, promotion standardization, and product standardiza- 
tion The effects of standardized channel structure, coordi- 
nation of marketing activities, and concentration of market- 
ing activities are relatively small It appears, therefore, that 
the GMS dimensions derived from the integration and the 
standardization perspectives of global marketing strategy 
contribute most significantly to the BU's global market per- 
formance, whereas those related to the configuration- 
coordination perspective have a relatively small effect on the 
BU’s global market performance 


Discussion 


The GMS 


There is little agreement in the literature as to what consti- 
tutes global marketing strategy Previous research often nar- 
rowly conceives it as standardization of marketing pro- 
grams, configuration and coordination of value-chain 
activities, or integration of competitive campaigns In the 
present study, we propose the GMS as a broad conceptual- 
ization of global marketing strategy that incorporates all 
three perspectives Our empirical findings lend support to 
this broad GMS conceptualization and provide а second- 
order GMS scale for measuring 1t. Individual GMS dimen- 


sions are shown to be distinctive, yet related, global market- 
ing behaviors of the firm In addition, the GMS scale 15 
shown to be related to a firm's global market performance, 
the external globalizing conditions, and the firm's global 
orientation and international experience Thus, the GMS 
serves as a broad, unified view of what constitutes global 
marketing strategy 

The GMS perspective developed in this study has sev- 
eral implications for theory development in the global mar- 
keting literature. It provides a broad basis for resolving the 
current incongruence ın the definition of global marketing 
strategy Instead of using the term “global marketing strat- 
egy” narrowly to denote standardization, configuration and 
coordination, or integration, scholars should use the term to 
represent a broader perspective such as the GMS proposed 
here In addition, the GMS serves as a foundation for inte- 
grating previous research findings and reconciling their dif- 
ferences For example, some inconsistent findings obtained 
in prior works could be explained by researchers' focus on 
different dimensions of global marketing strategy and their 
adoption of various measurement schemes 

As a broad perspective, the GMS reflects an entire set of 
a firm's marketing actions, all within the control of manage- 
ment Management can exercise much discretion as to the 
degree of standardization it should seek 1n product, promo- 
tion, or channel structure Similarly, the firm can choose to 
locate its marketing activities at home, abroad, or in a com- 
bination of countries Furthermore, it can decide how much 
coordination is desirable in its worldwide marketing асим!- 
ties between headquarters and country subsidiaries as well 
as among subsidiaries. Management also may assess the 
linkages among key regions of the world and determine 
whether the firm’s competitive moves should be integrated 
across these regions We argue that, as a whole, these con- 
siderations contribute to the firm’s global marketing strategy 
and eventually determine its performance in world markets 
These insights should enrich the knowledge of successful 
global marketing and stimulate further research in the area 


The Effect of the GMS on Performance 


Another significant finding of this study ıs that the GMS has 
a positive and significant effect on a firm's global market 
performance Specifically, the GMS 15 found to influence 
firm's strategic performance positively in the global market 
Presumably, the GMS enables the firm to gain competitive 


TABLE 4 
The Effect of the GMS Dimensions on Firms' Global Market Performance 


a —————— 


The GMS Dimension 


GMS, Product standardization 

GMS, Promotion standardization 

GMS, Standardized channel structure 
GMS, Concentration of marketing activities 
GMS; Coordination of marketing activities 
GMS, Global market participation 

GMS; Integration of competitive moves 


aNot significant at. 05 
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Global Strategic Global Financial 


Performance Performance 
202 183 
218 197 
088a 079a 
0684 062a 
161 146a 
278 252 
262 238 


advantages in the global market through tts effects on effi- 
ciency (Jain 1989, Levitt 1983), synergy (Craig and Douglas 
2000, Porter 1986, Roth, Schweiger, and Morrison 1991), 
and cross-subsidization (Hamel and Prahalad 1985, Yip 
1995) 'The GMS is also found to affect a firm's global finan- 
cial performance, both directly and indirectly through its 
effect on the firm's global strategic performance In sum- 
mary, our findings help substantiate the fundamental rela- 
tionship between global marketing strategy and a firm's 
global market performance when global marketing strategy 
15 broadly construed as the GMS 

This finding 1s significant because the literature 15 incon- 
clusive about the effect of global marketing strategy For 
example, Samiee and Roth (1992) conclude that a firm's 
global marketing standardization has no significant effect on 
its performance Yet much of the existing knowledge in 
global marketing ts grounded in the assumption that global 
marketing strategy affects firm performance positively 
Should a firm's global marketing strategy have no effect on 
its performance, the validity of much of the global market- 
ing literature would be called into question 

The present study offers much-needed empirical sup- 
port for the fundamental strategy-performance link in the 
global market context Indeed, it reaffirms the fundamental 
tenet of the global marketing literature and provides an 
empirical foundation for further research 1n the global mar- 
keting area 


Drivers of the GMS 


We found that the GMS is driven by external globalizing 
conditions as well as by a firm's global orientation. and 
international experience These findings are consistent with 
both the IO framework and the RBV literature When exter- 
nal forces create pressure for firms to achieve global 
economies of scale, deal with market interdependency, or 
seek cross-country synergies, firms should develop and 
implement the GMS This will help attain a fit between the 
firm's strategy and the external environment, leading to pos- 
itive performance (Scherer and Ross 1990, Venkatraman and 
Prescott 1990) Yet firms also must assess their internal 
organizational characteristics before committing to the 
GMS In particular, a firm with a global orientation and/or 
substantial international experience ıs in the best position to 
adopt the GMS Such a firm 15 more likely to understand the 
global market trend, and its subsidiaries are more willing to 
make sacrifices for the welfare of the firm as a whole 
(Bartlett and Ghoshal 1987, Douglas and Craig 1989) 

In practice, especially over the past two decades, man- 
agers have increasingly embraced the goal of creating a 
global culture and organization Ample evidence for this 15 
found in CEOs’ remarks, corporate reports, and the many 
cases of organizational transformation and restructuring 
Benchmarking efforts attempted by global media (e g , For- 
tune's World's Most Admired Companies, Financial Times’ 
World's Most Respected Companies, Interbrand’s Top 100 
Global Brands) also promote the urgency of building glob- 
ally focused business enterprises 

Theoretically, this finding appears to suggest that both 
the traditional IO model and the recently emerged RBV 


offer a partial explanation of the drivers of the GMS and a 
firm's performance Researchers should draw on both per- 
spectives to develop a more complete model of the determi- 
nants of the GMS and firm performance 


The Effect of international Experience on 
Performance 


We found that a firm's global strategic performance is influ- 
enced positively by its international experience This 15 con- 
sistent with the previous finding that international experi- 
ence is a valuable organizational resource and an important 
determinant of success in international markets (Cavusgil 
and Zou 1994) Theoretically, then, researchers should take 
this factor into account when they investigate global mar- 
keting issues The failure to model international experience 
explicitly or control it ın the research design may lead to 
confounding errors In terms of managerial practice, our 
findings indicate that it pays to promote constant accumula- 
tion of organizationwide international experience. Decision 
makers should develop firsthand knowledge of different 
country subsidiaries and market environments through over- 
seas assignments and frequent international travel Manage- 
ment should encourage employee training on international 
issues and global market trends With international experi- 
ence, the firm will be able to attain a stronger global strate- 
gic position, which eventually will lead to improved global 
financial performance 

Recent efforts to build knowledge-focused organizations 
and to implement corporatewide knowledge management sys- 
tems provide further evidence for this мем Concerned about 
the sheer size and geographic spread of the multinational cor- 
poration and the elusive nature of knowledge, corporate lead- 
ers have moved deliberately to implement systems designed 
to capture, code, and disseminate knowledge and experience 
among their employees Knowledge portals that reside on cor- 
porate intranets and global talent pools are just two examples 
of this trend These deliberate attempts to gather and share 
knowledge and experience are even more critical for units of 
the MNC that are geographically and culturally distant 


Managerial Implications 


The findings of the present study have several implications 
for international marketing managers 1n global industries 
The broadened view of global marketing strategy repre- 
sented by the GMS suggests that a firm competing globally 
can respond to external and internal challenges with several 
strategic levers, including standardization of marketing pro- 
grams, concentration and coordination of marketing activi- 
ties, and integration of competitive moves Because the 
GMS is driven by external globalizing conditions and idi0- 
syncratic internal organizational characteristics such as 
global orientation and international experience, the specific 
degree of standardization and integration that the firm should 
seek depends on both its external and internal environment 
Given that GMS dimensions derived from the standard- 
1тапоп and integration perspectives affect a firm's global 
market performance significantly, it appears advisable to 
have marketing operations in all major world markets, inte- 


Global Marketing Strategy / 53 


grate the firm's competitive moves across the countries, and 
seek a high degree of standardization in the firm's product 
and promotion More specifically, the following actions 
could help the internationally active firm exploit the benefits 
of global efficiency, effectiveness, and synergies 

First, managers should carefully assess the attractive- 
ness of various key regions or markets and carry on market- 
ing activities 1n areas deemed essential. Experience suggests 
that these areas tend to be those where major customers 
and/or competitors are located and where new ideas, prod- 
ucts, and technologies flourish Operating in key markets 
affords a firm the opportunity to closely monitor rivals and 
engage in timely action to counter their moves Second, an 
attempt to integrate competitive moves recognizes that the 
key regions or markets of the world are now tightly inter- 
linked Competitive pressures should dictate whether activi- 
ties ın certam markets (say, 1n home markets of chief rivals) 
should be subsidized for the benefit of the entire organiza- 
tion. Third, standardization of the promotional mix enables 
firms to gain worldwide efficiencies This does not neces- 
sarily imply that advertising themes, appeals, or media 
choice should not be adapted to suit the conditions of the 
local markets Instead, ıt implies that a firm should adapt its 
promotional efforts only when it 15 necessary to respond to 
local customer preferences, media use patterns, and adver- 
tising regulations 

Finally, a key determinant of performance in global 
markets lies in managers’ ability to establish common needs 
among the customer segments worldwide so that core prod- 
uct features are kept intact In practice, managers may 
depart from a totally standardized product to meet regula- 
tory restrictions or channel preferences Nevertheless, a 
standardized product will provide the firm with substantial 
efficiency in из global operations. Indeed, a standardized 
strategy will render scale economies, synergies, and effi- 
ciencies (Hamel and Prahalad 1985, Kogut 1989, Levitt 
1983, Porter 1986, Yip 1995) In addition, ıt will simplity 
worldwide planning and afford the firm's brands a consis- 
tent image with global customers 


Conclusion and Further Research 


A paramount task in the global marketing strategy literature 
15 to clarify what constitutes global marketing strategy and 
reassess the relationship between global marketing strategy 
and a firm's global market performance This study provides 
considerable support for a broad view of global marketing 
strategy through the GMS The findings also affirm the fun- 
damental relationship between the GMS and a firm's global 
market performance These insights should enrich the global 
marketing strategy literature by broadening the perspective 
of global marketing and by offering a framework for recon- 
ciling the existing controversies in the literature 

Several limitations of this study should be noted and 
point to the need for further research First, the composition 
of the sample means that the generalizability of present find- 
ings needs further testing Further research might direct 
more resources to data collection to increase the sample size 
and consider other types of firms or industries Second, the 
research design 18 not longitudinal, and all information was 
obtained from the mail survey Therefore, the causal attribu- 
tion of relationships 1s relatively weak Future work should 
consider adopting a longitudinal design to further test the 
causal order of the factors Third, because only BUs based 
in the United States were surveyed, the findings may have 
limited generalizability to other countries For that reason, 
further research should test the applicability of the GMS in 
other countries Any limiting factors (cultural, social, politi- 
cal, and economic) should be investigated Finally, although 
certain external globalizing conditions and internal organi- 
zational attributes were examined here, they are by no 
means exhaustive Building on our theoretical framework, 
further research should explore the relevance of other exter- 
nal and internal factors for a firm's global marketing strat- 
egy and performance In addition, the possibility that the 
globalization potential of an industry may moderate the rela- 
tionship between global marketing strategy and a firm's per- 
formance should be investigated Further research work in 
this direction should considerably increase the knowledge of 
global marketing and its fundamental tenets 


——————— ———— ————————sáá————————Á————————— 
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James G. Maxham III 4 Richard G. Netemeyer 


A Longitudinal Study of Complaining 
Customers' Evaluations of Multiple 
Service Failures and Recovery 
Efforts 


The authors report a repeated measures field study that captures complaining customers' perceptions of their over- 
all satisfaction with the firm, likelihood of word-of-mouth recommendations, and repurchase intent during a 20- 
month span that includes two service failures and recovery attempts The findings suggest that though satisfactory 
recoveries can produce a “recovery paradox” after one failure, they do not trigger such paradoxical increases after 
two failures Furthermore, “double deviations” can occur following two consecutive unsatisfactory recoveries or fol- 
lowing an unsatisfactory recovery in response to a second failure The findings indicate that customers reporting 
an unsatisfactory recovery followed by a satisfactory recovery reported significantly higher ratings at the second 
postrecovery period than did customers reporting the opposite recovery sequence The outcome of the second 
recovery also demonstrated a significant influence on customer ratings (positively if the recovery was satisfactory, 
negatively if the recovery was unsatisfactory), regardless of whether the customer found the first recovery satis- 
factory or unsatisfactory In addition, although the increased change in recovery expectations and failure severity 
ratings from the first failure to the second is more dramatic for customers who previously reported a satisfactory 
recovery, the increase in attributions of blame toward the firm is more pronounced for customers who previously 
reported an unsatisfactory recovery Last, the results show that recovery efforts are attenuated when two similar 


failures occur and when two failures happen in close time proximity. 


attempt to recover from service failures (Smith, 

Bolton, and Wagner 1999, Tax, Brown, and Chan- 
drashekaran 1998) Prior research suggests that highly effec- 
tive recovery efforts can produce a "service recovery para- 
dox" ın which secondary satisfaction (1e , satisfaction after 
a failure and recovery effort) is higher than prefailure levels 
(McCollough, Berry, and Yadav 2000, Smith and Bolton 
1998) However, evidence for the paradox is sparse and 
mixed Smith and Bolton (1998), employing a scenario- 
based experiment, report that cumulative satisfaction and 
patronage intentions increase above prefailure levels when 
respondents are very satisfied with the recovery efforts 
Other studies offer contrary evidence, finding that post- 
recovery satisfaction levels are not restored despite effective 
recoveries (Bolton and Drew 1991, McCollough, Berry, and 
Yadav 2000) Poor service recoveries have been shown to 


Е: can affect customer evaluations when they 
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exacerbate already low customer evaluations following a 
failure, producing a “double deviation” effect (Bitner, 
Booms, and Tetreault 1990, Hart, Heskett, and Sasser 1990) 
Employing a qualitative critical incident technique, Bitner, 
Booms, and Tetreault (1990) asked respondents to recall a 
dissatisfactory service experience and then explain what 
made them feel dissatisfied The results indicate that poor 
recovery efforts intensify customer dissatisfaction 

Although these studies have proved informative, they 
have focused only on a single failure and recovery effort 
Because many service relationships are ongoing, however, 
customers will likely experience multiple failures over the 
course of a relationship Yet it remains unclear how сот- 
plainants would respond to multiple failures and recovery 
efforts, which suggests a need for longitudinal studies exam- 
ining the dynamics of complainant perceptions over time 
Such studies would help scholars and managers better 
understand the updating processes that complainants use in 
evaluating service firms Although some longitudinal stud- 
теѕ have examined customer satisfaction and intention (e g , 
Bolton and Lemon 1999, LaBarbera and Mazursky 1983, 
Mittal, Kumar, and Tsiros 1999, Oliver 1980), none has 
explored within-subject perception changes following mul- 
tiple failures and recoveries 

We present a 20-month longitudinal field study that 
Investigates within-subject evaluations of overall satisfac- 
tion with the firm, word-of-mouth (WOM) recommenda- 
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tions, and repurchase intent at key intervals following two 
customer-initiated complaints and the ensuing recovery 
efforts We explore between-subject mean variations over 
time, depending on whether customers report satisfactory or 
unsatisfactory recoveries We also consider the roles of fail- 
ure severity, attributions of blame toward the firm, recovery 
expectations, failure similarity and type, and the time 
between failures in the updating process. 


Conceptual Framework and 
Hypotheses 


The Influence of Multiple Failures on Complainant 
Perceptions 


Three extant theories suggest that multiple service failures 
diminish paradoxical increases ın customer perceptions of 
firms following recovery efforts and magnify double devia- 
tion dips Prospect theory suggests that losses are weighed 
more heavily than gains (Kahneman and Tversky 1979, 
Oliver 1997), and similarly, asymmetric disconfirmation 
proposes that negative performances have greater influence 
on satisfaction and purchase intentions than positive perfor- 
mances do (Mittal, Ross, and Baldasare 1998) As such, sev- 
eral positive experiences may be needed to overcome one 
negative event, and customers reporting two failures may 
rate the firm lower despite effective recovery efforts Like- 
wise, Mittal, Ross, and Baldasare (1998) find that each addi- 
tional unit of positive performance has diminishing value 
When a second failure occurs, complainants may focus 
more on the negative consequences associated with the fail- 
ure, because these negative perceptions are more memo- 
rable Thus, complainants may become desensitized to sat- 
isfactory recovery efforts, thereby mitigating their positive 
effects Accordingly, satisfactory recoveries may yield para- 
doxical gains only in the short run (5апзјастогу recoveries 
in this study refer to complainant ratings above the midpoint 
on a three-item summated scale, and unsatisfactory recover- 
ies refer to complainant ratings at or below the midpoint on 
the same three-item summated scale ) 

Attribution. theory also suggests diminishing com- 
plainant ratings following multiple failures Take, for exam- 
ple, a situation in which bank customers complain about 
overcharges on their statements Given that the bank suc- 
cessfully resolves the complaint, attribution theory suggests 
that complainants may believe that the fatlure was unique or 
due to a circumstance beyond the bank's control (1e, an 
unstable attribution) (Folkes 1988) In such cases, customers 
may feel more positive about the firm than before the fail- 
ure, triggering a recovery paradox If another failure occurs, 
though, complainants may discount the circumstantial attri- 
button and instead believe that the firm consistently makes 
mistakes (1e, a stable attribution) That 1s, when multiple 
failures occur, complainants will likely reevaluate their attri- 
butions Given that, as Weiner (2000, р 384) has argued, 
"one cannot logically make unstable attributions. for 
repeated events," customers will likely infer that multiple 
failures are due to problems inherent to the firm In such 
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cases, complainants feel heightened discontent when firms 
do not recover satisfactorily from two failures, generating a 
double deviation effect Similarly, even consistently satis- 
factory recoveries may have a tempered impact following 
multiple failures As such, we offer three hypotheses ! 


H, Despite perceiving two satisfactory recoveries, customers 
reporting two failures will rate their postrecovery overall 
satisfaction with the firm, repurchase intent, and favorable 
WOM lower than their prefailure ratings for those same 
variables (no paradoxical increase 1n perceptions of the 
firm) 


H, Customers perceiving two unsatisfactory recovenes fol- 
lowing two reported failures will rate their postrecovery 
overall satisfaction with the firm, repurchase intent, and 
favorable WOM lower than their ratings after the second 
failure for the same variables (a double deviation 
effect) 


Н; For customers perceiving two unsatisfactory recovenes, 
the magnitude of the decrease in ratings 1n overall satis- 
faction with the firm, repurchase intent, and favorable 
WOM from postfailure to postrecovery falls more sharply 
after the second failure than after the first failure (height- 
ened discontent) 


The Effects of Mixed Recoveries over Time 


Although we expect diminishing service recovery returns 
following two satisfactory recoveries, complainants still 
may show a preference for when a satisfactory recovery 
occurs in a sequence of recoveries Research on decision 
making suggests that people prefer an improving series of 
outcomes For example, Ross and Simonson (1991) pre- 
sented subjects with hypothetical scenarios ending with a 
loss (e g , win $85 and then lose $15) versus a gain (lose $15 
and then win $85) The subjects strongly preferred the sce- 
nario ending in a gain Loewenstein and Prelec (1993) sim- 
папу argue that when а timing trade-off is involved with 
sequential outcomes, people become more farsighted and 
will prefer the sequence ending in positive rather than nega- 
tive outcomes Such effects may be explained by a recency 
effect (Ross and Simonson 1991) and an element of prospect 
theory, namely, loss aversion (Kahneman and Tversky 
1979) The recency effect suggests that events occurring 
most recently are also most salient and are weighed more 
heavily when people judge the overall sequence of out- 
comes Loss aversion likewise suggests that when a 
sequence goes from a gain to a loss, people will weigh the 
loss more heavily, making this sequence less attractive than 
a sequence going from a loss to a gain 

H4 Overall satisfaction with the firm, repurchase intent, and 


favorable WOM ratings after the second recovery are 
higher for customers perceiving an unsatisfactory/satisfac- 





IFrom a between-subjects view, 1t 1s possible that satisfactory 
recoveries still spawn double deviations because of the dissatisfac- 
tion associated with a failure 1n the first place Likewise, unsatis- 
factory recoveries can result ın paradoxical increases just because 
customers are pleased that a firm at least tried to recover Thus, the 
paradox and double deviation effect аге not competing hypotheses 


tory (US) sequence than for those perceiving a satisfac- 
tory/unsattsfactory (SU) sequence (ratings for US > ratings 
for SU at post- Recovery 2) 


Similar logic suggests that an unsatisfactory recovery 
followed by a satisfactory recovery will result in 
improved customer ratings over time, despite the cus- 
tomer reporting a prior unsatisfactory recovery Consis- 
tent with our previous hypotheses, low ratings are likely 
to occur when a first failure 1s followed by an unsuccess- 
ful recovery When a second failure occurs followed by a 
successful recovery, however, complainants will likely 
focus on their most recent ехрепепсе and adjust their rat- 
ings upward Thus, ratings are likely to improve when 
complainants experience a US recovery sequence, which 
Is consistent with a recency effect (Ross and Simonson 
1991) 

We also posit that a satisfactory recovery followed by 
an unsatisfactory recovery will generate a double devia- 
tion effect When complainants perceive a satisfactory 
recovery, they often give the firm higher ratings However, 
these complainants are also likely to update their expecta- 
tions upward (Grayson and Ambler 1999) Prospect theory 
and asymmetric disconfirmation theory suggest that nega- 
tive performances influence customer affect more than 
positive performances Complainants experiencing two 
negative events (second failure and unsatisfactory recov- 
ery) following a satisfactory first recovery likely weigh 
the negative events more heavily than the satisfactory 
recovery, which results in significant rating dips Such 
dips are also consistent with a recency effect (Ross and 
Simonson 1991) 


Н; Despite perceiving an unsatisfactory (satisfactory) first 
recovery, Customers perceiving a satisfactory (unsatisfac- 
tory) second recovery, that is, a US sequence (SU 
sequence), will report increases (decreases) in their ratings 
of overall satisfaction with the firm, repurchase intent, and 
favorable МОМ from post—Fatlure 2 to post-Recovery 2 
(a recency effect) 


Expectations, Contextual Influences, and the 
Downside of Service Recovery 


Service recovery expectations Consistent with prior 
research, we conceptualize service recovery expectations as 
customers’ predictions regarding the extent to which a firm 
will handle their complaint (Boulding et al 1993, Oliver 
1997) Some researchers assert that postcomplaint handling 
evaluations increase when expectations are met or exceeded 
(Tax and Brown 1998), whereas other researchers suggest 
that expectations increase over time (Boulding et al 1993, 
Grayson and Ambler 1999) However, research has not 
explored how customers in ongoing service relationships 
update their recovery expectations after reporting multiple 
failures Given that negative events are salient and easily 
recalled, customers previously reporting one failure will 
likely consider their prior ехрепепсе when predicting what 
to expect after a second fatlure Complainants are more 
likely to attribute one failure to bad luck or causes outside 
the firm’s control and expect only moderate redress When 
another failure occurs, however, they are likely to attribute a 


stable pattern of failures to the firm (Weiner 2000) To the 
extent that this pattern 1s blamed on the firm, complainants 
will expect more extensive redress after the second failure 
than after the first 

Furthermore, although complainants perceiving satisfac- 
tory recoveries may rate the firm higher for its efforts (e g, 
recovery paradox), they are also likely to view the solid per- 
formance as a signal to adjust future recovery expectations 
upward Such adjustments are theoretically consistent with 
forward assimilation, in which expectations become consis- 
tent with satisfaction (Oliver and Burke 1999) Conversely, 
expectations should not rise as much for complainants who 
previously perceived an unsatisfactory recovery, partly 
because the past experience offers a cue that future recover- 
ies may also be weak Thus, complainants perceiving a sat- 
isfactory recovery after a first failure will hold higher recov- 
ery expectations for a second failure Accordingly, the 
downside of recovering well is managing higher expecta- 
tions in the future 


Hg Customers reporung two failures have higher recovery 
expectations for the second failure than for the first failure 


H7 The magnitude of the increase ın recovery expectations 
from the first to the second failure 15 greater for customers 
perceiving a satisfactory first recovery than for customers 
perceiving an unsatisfactory first recovery 


Failure severity Customer evaluations decline as service 
failures become more severe (Smith, Bolton, and Wagner 
1999) However, what happens to severity perceptions when 
two failures are reported? Because one unit of loss 1s more 
salient than one unit of gain, customers may more easily 
recall a failure incident than the recovery effort that fol- 
lowed It seems evident that complainants experiencing a 
second failure will have inflated perceptions of severity 
when they still recall the first failure (Seiders and Berry 
1998) Although the recovery paradox suggests that satis- 
factory recoveries enhance complainant evaluations, the ser- 
vice firm must then manage the higher expectations that are 
likely to follow From an attribution perspective, customers 
reporting two failures may sense a pattern of negative per- 
formances As such, customers may recall the first failure 
and combine its losses with those they perceive following 
the second failure These complaining customers may begin 
viewing the failures as stable problems inherent to the firm 
Furthermore, customers may perceive the sequential failures 
as one overall failure, ultimately heightening the severity of 
the second failure. Previously unsatisfied complainants will 
likely report higher severity perceptions because of the mag- 
nified discontent stemming from experiencing two failures 
However, we expect that previously satisfied complainants 
will report greater increases in perceived failure severity 
than previously unsatisfied complainants, partly because of 
their higher expectations 


Hg Customers reporting two failures will rate the second fail- 
ure as more severe than the first failure 


Но The magnitude of the increase in the perceived severity 
of the failure from the first to the second failure is larger 
for customers perceiving a satisfactory first recovery 
than for customers perceiving an unsatisfactory first 
recovery 
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Attributions of blame Customers engage in causal think- 
ing to ascertain why a failure occurred (Weiner 2000) Attri- 
butions of blame, which we define as the extent to which 
customers hold the seller responsible for a failure, can be 
instrumental in shaping responses to failures Researchers 
conclude that some complainants blame firms for failures 
even when the firm is not actually responsible (Folkes and 
Kotsos 1986), and complainants who believe that firms are 
responsible for failures will be more likely to expect redress 
(e g , discounts, apologies, refunds) For example, Folkes 
(1984) asked respondents to recall a recent restaurant expe- 
rience when they were unsatisfied with the taste of their 
food or beverage and to explain why they were unsatisfied 
The results showed that attributions of blame toward the 
restaurant strongly influenced whether customers believed 
that they deserved apologies and refunds 

Our research extends this literature by examining how 
blame attributions change when more than one failure 1s 
reported When one failure 15 reported and the firm responds 
well, complainants may attribute the fatlure to a circumstan- 
tial cause or consider it a distinct occurrence (unstable attri- 
bution) If the firm has multiple failures, complainants may 
attribute the failures to causes that are consistent and stable 
to the firm It follows that attributions of blame toward the 
firm will increase after multiple failures are reported We 
also contend that attributions will be more pronounced 
among complaining customers who previously perceived an 
unsatisfactory recovery than for those who previously per- 
ceived a satisfactory recovery, partly because they now per- 
ceive multiple problems (1 e , two failures and one unsatis- 
factory recovery) that are no longer considered inconsistent 
and "unstable " 


Hio Customers reporting two failures will attribute blame for 
the failures to the firm more strongly after the second fail- 
ure than after the first failure 


H,, The magnitude of the increase in blame attributions from 
the first to the second failure is larger for customers who 
report an unsatisfactory first recovery than for customers 
who report a satisfactory first recovery 


Lag between failures Failures occurring over a short 
period are likely to affect complainants’ perceptions more 
negatively than failures separated by longer periods of time 
Given the prospect theory view that losses are weighed more 
heavily than gains, 1t may take several positive experiences 
to temper the effects of a single failure Customers reporting 
two failures without a considerable time frame filled with 
satisfactory experiences will likely perceive higher discon- 
tent and lower ratings at the time of the second complaint 
(Seiders and Berry 1998) Similarly, complainants reporting 
two failures within a relatively short time period will easily 
recall the first failure These customers may view the two 
failures as one larger failure, likely creating more demand- 
ing customers and possibly mitigating satisfactory recovery 
efforts Given that the median time interval between failures 
in our study was four months, we classify a "short" time 
interval as four months or less and a "longer" time interval 
as five months or more 


Hi2 Customers reporting two failures within a relatively short 
time interval have lower post-Failure 2 ratings for overall 
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satisfaction with the firm, repurchase intent, and favor- 
able WOM (compared with. customers who report two 
failures over a longer time interval) 


На Customers reporting two failures within a relatively short 
tme interval have lower post-Recovery 2 ratings for 
overall satisfaction with the firm, repurchase intent, and 
favorable WOM (compared with customers who report 
two failures over a longer time interval) 


Failure similarity Not only can multiple failures lead to 
consumer discontent, but also this discontent can be magni- 
fied when the same failure occurs (Seiders and Berry 1998) 
From an attribution theory perspective, similar failures may 
lead complainants to believe that the firm consistently 
makes the same errors without improving—a stable internal 
attribution toward the firm In addition, consumers reporting 
two similar failures are more likely to hold the firm respon- 
sible for making consistent mistakes, making it more diffi- 
cult for firms handling two similar complaints to recover 
well Conversely, when two different failures occur, com- 
plainants may be more likely to either attribute the failures 
to circumstantial, nonfirm factors or view them as distinct 
anomalies and thus may not evaluate the firm as harshly 


Ну Customers reporting two similar failures have lower 
post-Failure 2 ratings for overall satisfaction with the 
firm, repurchase intent, and favorable WOM (compared 
with customers who report two different failures) 


H,s Customers reporting two similar failures have lower 
post-Recovery 2 ratings for overall satisfaction with the 
firm, repurchase intent, and favorable WOM (compared 
with customers who report two different failures) 


Methods 


Sample, Procedures, and Measures 


We conducted a repeated measures (RM) field study with 
bank complainants across a 20-month time span We 
focused on customers who registered complaints about their 
banking experiences at one of 116 branches of an industry- 
leading bank At four time periods, respondents completed 
surveys that assessed perceptions from six time periods 
рге-Рапите 1 (1e, Tla), post-Failure 1 (ie, T1b), 
post-Recovery 1, approximately two weeks after the first 
recovery effort (1 e , T2), pre-Failure 2 (1 e , ТЗа), post-Fail- 
ure 2 (1e, T3b), and post-Recovery 2, approximately two 
weeks after the second recovery effort (1e , T4) As 1n other 
behavioral research involving tmperfect correlations, the 
repeated measures aspect of our design may generate some 
degree of regression toward the mean Figure | offers a time 
line of measurement for all constructs in the study, and the 
measurement procedures are described subsequently 


Time Period 1 pre-Failure 1 (Tla) Upon complaining 
for the first time to any of the branch offices, 1356 cus- 
tomers were asked to participate in the study at Time Period 
1 Complainants completed the Tla survey in the bank 
shortly after registering the complaint. During Time Period 
1, bank service agents informed customers that the purpose 
of the study was to improve the bank's service efforts and 
that the study consisted of several parts When customers 
agreed to fully participate ın the study, the service agent dıs- 
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Overall satisfaction 
*WOM 
eRepurchase intent 


Time 1, Part B 
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Time 2 
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recovery 
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FIGURE 1 
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tributed the pre—Failure 1 survey (Tla), asking customers to 
think retrospectively about all their experiences with the 
bank up to the recent service failure (12 , past perceptions 
excluding the service failure) These experiences may have 
included past banking service availability, support, services 
offered, ease of use, customer service, and so forth Cus- 
tomers were then instructed to rate prefatlure overall satıs- 
faction with the firm, repurchase intent, and favorable WOM 
likelihood These constructs were measured with three, four, 
and three items, respectively, drawn from the extant litera- 
ture (e g , Cronin and Taylor 1994) 


Time Period 1 post-Failure 1 (TIb) After completing 
the prefailure part of the survey (Tla), the 1356 customers 
were then asked to think about all their experiences with the 
bank up until that moment This post-Failure 1 part of the 
survey (Tib) asked customers to rate their perceptions of 
overall satisfaction with the firm, repurchase intent, and 
WOM after experiencing a service failure, using items iden- 
пса! to those used in the Tla survey In addition, the T1b 
survey asked respondents to rate their perceptions regarding 
service recovery expectations, attributions of blame, and 
failure severity А four-item recovery expectation measure, 
adapted from McCollough, Berry, and Yadav (2000), asked 
respondents to rate the extent to which they expected the 
firm to effectively recover from the failure A four-item attri- 
bution measure asked respondents to indicate the extent to 
which the firm was responsible for the failure, and a three- 
item failure severity measure asked customers to indicate 
the severity of the failure they reported. Respondents also 
provided some demographic information 
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Time Period 2 post-Recovery 1 (two weeks after recov- 
ery, T2) In Time Period 2, the same measures of overall sat- 
tsfaction with the firm, repurchase intent, and WOM were 
gathered along with a three-item satisfaction with service 
recovery measure (Cronin and Taylor 1994) This T2 survey 
was administered to customers who completed both T1a and 
ТЕ and was mailed one week after the bank concluded its 
recovery efforts (with hopes of reaching the customer within 
two weeks after recovery) The bank offered incentives to 
participate, and research assistants telephoned customers as 
a reminder to respond Of the surveys mailed, 692 usable 
responses were collected and matched to Tla and Tib—a 
51% response rate for Failure/Recovery 1 


Second failure and recovery data collection Customers 
who reported a second failure were asked to complete sur- 
veys representing perceptions and recovery efforts for the 
second failure The mean time lapse between the two fail- 
ures was 6 63 months, and approximately 75% of the cus- 
tomers who reported a second failure did so within. nine 
months Of the 692 respondents who completed all surveys 
1nvolving the first failure, 312 complained to the bank about 
a second failure Of those, 255 completed all portions of the 
study across four time periods These 255 constituted the 
sample used in our study The interviewing schedule, data 
collection procedures, and measures for pre—Failure 2 (T3a), 
post-Failure 2 (T3b), and post-Recovery 2 (ТА) mirrored 
the three surveys involving the first failure and recovery 
effort 


Time Period 3 pre—Fatlure 2 (T3a) At Time Period 3, 
respondents who registered a second complaint completed 
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the second prefailure survey inside the bank The T3a survey 
asked customers to think retrospectively about all their 
banking experiences with the bank up until the most recent 
service failure (1e, past perceptions) Respondents then 
rated their overall satisfaction with the firm, favorable 
WOM likelihood, and repurchase intent prior to the second 
failure To validate our T3a pre-Failure 2 retrospective mea- 
sures, we compared the raw mean scores of the post-Recov- 
ery 1 measures and the corresponding pre-Failure 2 mea- 
sures There were no significant differences (t-values ranged 
from —281 to 864) As such, the post-Recovery 1 means, 
collected on average 6 63 months prior to our pre—Failure 2 
measures, did not differ from our pre-Failure 2 measures 


Time Period 3 post-Failure 2 (T3b) Also in Time 
Period 2, after completing the prefailure survey, respondents 
were asked to think about all their experiences with the 
bank, including the most recent service failure The 
post—Failure 2 survey (T3b survey) asked customers to rate 
their current perceptions of overall satisfaction with the 
firm, repurchase intent, and WOM The T3b survey also 
asked customers to rate their perceptions regarding service 
recovery expectations, attributions of blame, and failure 
severity after Failure 2 


Time Period 4 post-Recovery 2 (two weeks after recov- 
ery, T4) In the fourth time period, the second postrecovery 
survey gathered measures of overall satisfaction with the 
firm, repurchase intent, WOM, and satisfaction with service 
recovery (identical to T2) The second postrecovery survey 
(T4 survey) was mailed to customers who completed all five 
previous portions of the study, which resulted in our sample 
size of 255 АП items across all surveys were measured with 
seven-point scales and are shown 1n Appendix А The raw 
means and standard deviations for all measures, as well as 
the correlations among measures, are shown in Appendix B 
Across all surveys, coefficient alpha estimates for all mea- 
sures ranged from 83 to 97? 

We also collected data regarding the type of failure 
Consistent with other service research, bank representatives 
logged failures as either “core” failures or “process” failures 
(Gilly and Gelb 1982, Smith, Bolton, and Wagner 1999) 
Core failures refer to monetary-oriented complaints that 
involve a problem with the product offering (е g , incorrect 
account postings, overcharges, faulty overdraft protection) 
Of the 223 core failures reported (1e, 88 at Failure 1 and 
135 at Failure 2), 43% involved nonsufficient funds over- 
draft fees, 27% involved incorrect account postings, and 
16% involved interest or automated teller machine over- 
charges Recovery strategies for these failures included 
waiving some or all of the questioned fees, accurately 
adjusting account balances, and offering conscientious cus- 





2We conducted a test of discriminant validity among constructs 
by comparing the average variance extracted estimates of all con- 
struct pairs with the phi correlation squared of the respective pairs 
(Fornell and Larcker 1981) We found discriminant validity across 
all pairs of constructs, time periods, and surveys The phi correla- 
tions among constructs ranged trom 83 (overall satisfaction with 
the firm and WOM of the first failure and recovery) and — 29 (fail- 
ure severity and repurchase intent of the first failure and recovery) 
This information ts available on request 
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tomer service (eg, listening, empathizing, apologizing) 
Process failures were defined as problems with the way the 
bank provided the service (е g , procedures, personal inter- 
actions) Of the 287 process failures (167 at Failure 1 and 
120 at Failure 2), 3796 involved queuing/waiting times or 
processes, 32% involved policies and procedures that 
restricted on-site banking access (versus electronic access) 
to low-volume customers, and 26% involved poor customer 
service (e g , discourteous employees) Recovery strategies 
for these complaints focused on offering customers flexible 
and accommodating options, making policy or procedural 
exceptions, and providing caring personal interactions 

The sample exhibited the following demographic char- 
acteristics 56% of the respondents were women, 42% were 
between 35 and 42 years of age, and 65% held college 
degrees, 66% of the sample had used the bank's services for 
at least one year In addition, the initial complaint (1 e , Fail- 
ure 1) in this study represented the first complaint recorded 
by the bank for each respondent, creating a baseline for 
accurately tracking customers' perceptions regarding their 
first and second complaint experiences 


Checks for Respondent and Measure Bias 


We employed three checks to assess respondent and mea- 
sure bias First, the bank provided us with a sample of 316 
complainants who did not participate in the study No sig- 
nificant differences were found among age, sex, type of 
complaint, account value, or length of relationship between 
our study respondents and this sample Second, we collected 
data from a sample of 276 bank customers who had not 
reported a failure The demographic profiles of these 276 
noncomplainants were not significantly different from the 
profiles in our study's sample, not only across data collected 
in Our survey (1e, age, sex, education, and length of rela- 
tionship) but also across data collected by the bank (eg, 
account value, types of services composing the account 
porttolto, customer profitability) Furthermore, the noncom- 
plainants’ ratings did not differ significantly (p > 10) Кот 
our complainants’ ratings of overall satisfaction. with the 
firm, repurchase intent, and WOM at Tla (1e, the pre— 
Failure 1 ratings) Our complainant sample’s postfailure rat- 
ings (T1b) of overall satisfaction with the firm, repurchase 
intent, and WOM were tower than the noncomplainants’ rat- 
ings on these variables (p < 05) 

Third, given that our Tla measure of overall firm satıs- 
faction was retrospective, we compared it with an actual pre- 
failure satisfaction measure collected by the bank The bank 
periodically administered а customer satisfaction. survey 
The bank's database showed that 97 of our 255 study partic- 
ipants had completed a firm-derived satisfaction measure 
four months before our study and before they reported any 
failure The satisfaction measure stated the following 
“Please rate your overall experience with [firm name] bank ” 
We measured responses using a five-point scale anchored by 
“unpleasant” and “completely satisfactory” The correlation 
of this measure with our prefailure overall firm satisfaction 
measure was 91 Furthermore, we calibrated our measure 
such that ıt had five scale points, making it similar to the 
bank's measure The difterence between our calibrated mea- 
sure and the bank's measure was not significant for the n — 


97 subsample (mean difference = 03, = 52, p> 60) In 
summary, these data checks suggest that rating biases due to 
respondents or retrospective measures were minimal 


Classification Factors 


Before testing our hypotheses, we constructed quantification 
factors as 1ndependent variables in our analyses (Neter et al 
1996) We used the satisfaction with service recovery mea- 
sure (captured at T2 and T4) to form a two-level variable 
(1e, satisfactory and unsatisfactory recovery) We created 
this between-subjects factor by summing the scores on the 
items 1n the scale and then splitting the scores at the scale 
midpoint into two groups one perceiving an unsatisfactory 
first recovery and another perceiving a satisfactory first 
recovery Scores for the unsatisfactory group ranged from 3 
to 12 (on a 21-point summated scale) and from 13 to 21 for 
the satisfactory group We also split the scale for satisfaction 
with recovery regarding the second recovery at the scale 
midpoint (1e , 3 to 12 for the unsatisfactory group and 13 to 
21 for the satisfactory group) 3 


Data Checks 


Before testing the hypotheses, we examined whether the 
recovery paradox and the double deviation effect existed 
after one failure and recovery effort We used RM 
MANCOVA (multivariate analysis of covariance) with one 
three-level within-subjects factor (time pre—Failure 1, 
post-Failure 1, and post-Recovery 1), one between-subjects 
factor (recovery unsatisfactory, n = 112, and satisfactory, 
n = 143), and three covariates (1e , recovery expectations, 
attributions of blame, and severity of Failure 2 compared 
with Failure 1) The objective of this data check was to 
investigate whether the paradox and double deviation hold 
following one failure and satisfactory recovery 

After controlling for the variance attributed to the 
covariates, we used linearly independent planned compar- 
isons, adjusting for experiment-wide error rate, to compare 
estimated marginal means (The effects for all covariates 
were significant and are available on request ) Our results 
show that customers reporting a satisfactory recovery rated 
their postrecovery overall satisfaction (mean = 16 03), 
repurchase intent (mean = 2197), and WOM (mean = 
15 42) significantly higher than their prefailure ratings for 
these same variables (satisfaction mean = 13 41, repurchase 
intent mean = 20 14, WOM mean = 9 74, Wilks’ A = 555, 
F = 66 17, p< 01), with a large effect size (n2= 45) The 
univariate effects for these variables were also significant 
(p < 01), fully supporting the service recovery paradox for 
one failure and recovery Planned comparisons also indi- 
cated that customers perceiving an unsatisfactory recovery 
did not rate postrecovery overall satisfaction (mean = 9 23) 
and repurchase intent (mean = 16 53) significantly below 
their postfailure ratings for these variables (satisfaction 
mean = 8 60, repurchase intent mean = 16 63) Indeed, these 
——————— — st ee 

3We also derived the unsatisfactory and satisfactory groups by 
conducting median splits and cluster analyses on the measures {ог 
satisfaction with recovery For all analyses, these procedures pro- 


duced results that closely resembled those of the midpoint split we 
employed 


customers rated postrecovery WOM likelihood (mean = 
8 21) significantly above their postfailure ratings (mean = 
6 70) following an unsatisfactory recovery, and this increase 
drives multivariate significance (Wilks’ А, = 955, F = 3 88, 
p< 01, n?— 05) As such, the double deviation effect did 
not occur after one failure and recovery Note, however, that 
the postfailure ratings may be susceptible to order effects, 
because they were collected sequentially in the same ques- 
tionnaire with prefatlure measures Nonetheless, these data 
check results offer robust estimates, as they accounted for 
the effects of attributions of blame, failure severity, and 
recovery expectations 


Tests of Hypotheses 


To examine H;-Hs, we incorporated the history of the first 
failure into the model We conducted multiway RM MAN- 
COVA with two within-subjects factors, (1) time prefailure, 
postfailure, and postrecovery and (2) failure Fatlure | and 
Failure 2 We also had two between-subjects factors, (1) 
Recovery | unsatisfactory and satisfactory and (2) Recov- 
ery 2 unsatisfactory and satisfactory, and six covariates 
(1e, recovery expectations, attributions of blame, and fail- 
ure severity involving Failures 1 and 2) (With the exception 
of failure severity at Failure 2, all covariate effects were sig- 
nificant) As 1s shown in the top portion of Table 1, 
post-Recovery 2 means across the dependent variables sig- 
nificantly decreased below pre—Failure 2 levels for cus- 
tomers perceiving two satisfactory recoveries (Wilks? A = 
706, F = 33 77, p < 01, n2 = 29), supporting the assertion 
in H; that the recovery paradox does not occur following 
two failures 

The second portion of Table | shows the results for H; 
and H4 Post-Recovery 2 means significantly decreased 
below post-Failure 2 levels for customers who perceived 
two unsatisfactory recoveries (Wilks’ A = 623, Е = 49 10, 
p< 01, n? = 38) This supports the assertion in Н» that the 
double deviation effect occurs after two failures and unsat- 
isfactory recoveries To test H4, we computed contrasts in 
accordance with Vonesh and Chinchilli’s (1997) recommen- 
dations to determine whether the marginal mean decrease 
from postfailure to postrecovery changes from Failure 1 to 
Failure 2 As Table 1 shows, this analysis supports Нз The 
mean decrease from postfailure to postrecovery was more 
pronounced after the Failure 2 and two sequential unsatis- 
factory recoveries (Wilks’ А = 730, F = 29 97, p< 01, n2 = 
27) 

The results for H4 and Н; are shown in the third and 
fourth portions of Table 1 We tested H4 by comparing the 
post-Recovery 2 means estimated in the preceding model 
between the US recovery sequence and the SU sequence As 
Table 1 shows, customers reporting the US sequence rated 
the bank significantly higher than did customers reporting 
the SU sequence, in support of H4 In addition, post-Recov- 
ery 2 means for customers reporting the US sequence sig- 
nificantly increased above post-Failure 2 levels across the 
dependent variables collectively (Wilks’ A = 785, F = 22 17, 
p< 01, n? = 22), in support of Н; However, this increase 
was not significant at the univariate level for repurchase 
intent (F = 3 55, p > 06) Post-Recovery 2 means for cus- 
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TABLE 1 
Linearly Independent Planned Comparisons: Н;-Н5 


А 
H,: Two Satisfactory Service Recoveries (N = 74) 
___--______. ~ _ ___-_ „А“ “— — =— _— _____|______.._._____-------- 


Post-Recovery 2 Mean (SE) 
hi sisi теге- ~" _____--___-_-_-_- = = E A aai 


Dependent Variables Pre-Failure 2 Mean (SE) 
Satisfaction 15 49 ( 476) 
Repurchase intent 22 16 ( 536) 
WOM 15 06 ( 424) 


Mean Difference 


Н, and Нз: Two Unsatisfactory Service Recoveries (N = 76) 
_____________________2 [3 es 


Post-Failure 2 


Dependent Variables Mean (SE) Mean (SE) 
Satisfaction 6 09 ( 350) 2 93 ( 461) 
Repurchase intent 13 17 ( 599) 5 23 ( 696) 
МОМ 5 06 ( 290) 316 (319) 


Post-Recovery 2 


12 89 ( 450) –2 59** 
18 37 (678) -3 79" 
10 10 (311) —4 96** 
Н: Mean Меап Н;: Меап 
Difference Difference Difference 
(j, T4 - T3b) (i, T2 - T1b) (- i) 
–3 16“ 80 –3 96** 
–7 94“ — 20 -7 74“ 
–1 90** 213 —4 03" 


US Recovery Sequence (N = 69) 
O MM 


Dependent Variables Post-Failure 2 Mean (SE) 


Satisfaction 5 85 (475) 
Repurchase intent 12 90 ( 814) 
WOM 561 (394) 


Post-Recovery 2 Mean (SE) Hs: Mean Difference 


10 82 ( 627) 497“ 
14 57 ( 945) 167 
9 36 ( 433) 375" 


SU Recovery Sequence (М = 36) 


На: Post-Recovery 2 


Post-Failure 2 Post-Recovery 2 На: Mean Mean Difference 
Dependent Variables Mean (SE) Mean (SE) Difference (US - SU) 
Satisfaction 6 33 ( 364) 5 03 ( 479) -1 30" 5798“ 
Repurchase intent 1364 ( 673) 888 (723) -4 76** 5 35“ 
МОМ 5 83 ( 301) 4 01 (331) -1 82“ 5 69“ 
*p« 05 
“p< 01 


Notes Estimated marginal means reported are adjusted for the effects of failure severity, attributions of blame, and recovery expectations All 
variables are based on summed-item scores SE = standardized error, which is reported for estimated marginal means 


tomers reporting the SU sequence significantly decreased 
below post-Failure 2 levels across the dependent variables 
collectively (Wilks’ А = 822, F = 1759, p< 01, n? = 18), 
in further support of Н; 

To test Hg through H;,, we estimated an RM 
multivariate analysis of variance model with one within- 
subjects factor (failure Failure 1 and Failure 2), one 
between-subjects factor (Recovery | satisfactory and unsat- 
isfactory), one blocking factor (failure type core and 
process failures), and three dependent variables (1 e , recov- 
ery expectations, attributions of blame, and failure severity) 
After controlling for the variance explained by failure type, 
we were able to clarify the mean differences due to satisfac- 
tion and failure levels The top portion of Table 2 shows 
means and mean differences relevant to Hg-H,,, and the 
bottom portion offers univariate statistics Hg posits that 
recovery expectations significantly increase from Failure 1 
to Failure 2 The expectations mean in the top portion of 
Table 2 indicates that expectations were significantly higher 
following Failure 2 (F = 49 84, p < 01, ? = 17), in support 
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of Hg This increase was also significantly greater for cus- 
tomers who perceived a satisfactory recovery to Failure 1 
(F = 397, p< 05), in support of H} Similarly, the extent to 
which customers perceived their failure as severe signifi- 
cantly increased over failures (F = 30 40, p< 01, 12 = 11), 
and this increase was larger for customers who perceived a 
satisfactory recovery to Failure 1 (F = 5 78, p « 02, n? = 
02) Thus, Hg and Но were supported 

Table 2 also shows that Н, and Hj, were supported, 
indicating that attributions of blame significantly increase 
from one failure to the next (F = 47 47, p < 01, 12 = 16), 
and the effect 15 larger for customers who perceived ап 
unsatisfactory recovery after the first failure (F = 16 22, p « 
01,72 = 06) 

To test Hj, and Нз, we again constructed a quantitative 
classification variable (Neter et а! 1996) We asked cus- 
tomers to indicate the number of months they had patron- 
ized the bank The two measures were subtracted 
(топ 5 „сопа complaint — monthsgrst complaint) tO form a differ- 
ence score representing the interval between failures We 


TABLE 2 
Linearly Independent Planned Comparisons: Hg-H4 


АН Respondents (М = 255) 


Recovery expectations 16 90 ( 370) 
Failure severity 12 81 ( 323) 
Attributions of blame 14 96 ( 270) 


Group: Unsatisfactory Service 
Recovery (N = 112) 


Recovery expectations 18 59 (.532) 
Failure severity 14 41 ( 465) 
Attributions of blame 13 71 ( 389) 


Group: Satisfactory Service 
Recovery (N - 143) 


Recovery expectations 15 21 (513) 
Failure severity 11 21 (448) 
Attributions of blame 16 20 ( 375) 


Failure 1 Mean (SE) 


Failure 1 Mean (SE) 


Failure 1 Mean (SE) 


Failure 2 Mean (SE) Mean Difference 


20 46 (.354) 356" 
15 21 (303) 2 40" 
17 43 (246) 247" 


Еапиге 2 Меап (5Е) Mean Difference 


21 14 ( 510) 2 55" 
15 76 ( 436) 135' 
17 64 (354) 392"" 


Failure 2 Mean (SE) Mean Difference 


Univariate Statistics 


Model 


АБЕ ve 


Hg Expectations x failure 

H; Expectations x failure x recovery 
Hg Severity x failure 

Hg Severity x failure x recovery 

H4o Attributions x failure 

H1 Attributions x failure x recovery 
*p « 05 

“p< 01 


19 77 ( 492) 4 56** 
14 65 ( 420) 3 45** 
17 23 (341) 103* 
F Effect Size (12) 
49 84 17"* 
397 02" 
30 40 11" 
578 02" 
4747 16" 
1622 06** 


Notes Based on estimated marginal means, controlling for the effect of failure type All variables are based on summed-item scores SE - stan- 


dardized error 


then verified these self-report measures using the bank's 
database Next, we used a median split to divide the cus- 
tomers into two groups one reporting two failures in <four 
months (n = 128) and another reporting two failures in >five 
months (n = 127) We then used RM MANCOVA with one 
within-subjects factor (time post—Failure 2 and post- 
Recovery 2), one between-subjects factor (number of 
months between failures <four and >ћуе), three dependent 
variables (overall satisfaction, repurchase intent, and 
У/ОМ), and one covariate (postrecovery satisfaction) to test 
Нз (The covariate was significantly correlated with the 
dependent variables and was not significantly correlated 
with the independent variable, so we deemed it appropriate 
for this analysis) We calculated linearly independent 
planned comparisons to determine whether postfailure and 
postrecovery means were lower for complainants who 
reported two failures in <four months 

The top portion of Table 3 shows that postfailure means 
for the group that perceived two failures relatively close 
together were not significantly lower at the multivariate 
(Wilks’ A = 973, F = 2 32, p> 08) or univariate (p-values 
for all three variables > 10) levels, which does not support 
Hi? After incorporating another covartate (1 e , post-Recov- 
ery 2 satisfaction) into the model to control for customers’ 
satisfaction with the second recovery, we used the previous 


model to test Hı, (The covariate was significantly corre- 
lated with the dependent variables and was not significantly 
correlated with the independent variable ) The second por- 
поп of Table 3 also shows that the postrecovery means for 
the group that perceived two failures close together were 519- 
nificantly lower at both the multivariate (Wilks’ А = 312, 
Е = 183 97, p< 01, 12 = 69) and univariate (p-values for all 
three variables < 01) levels As such, Нз 15 supported 4 

To test H,4 and H,s5, we constructed another quantita- 
име classification factor to use as the independent variable 
We obtained data from bank officials that indicated whether 
the two failures were similar or different (This approach 


_ ee 


4We also ran the analysis by using a three-way split to create the 
time lag independent vanable All other aspects of our original 
model remained the same We then compared the lower third to the 
upper third using linearly independent pairwise comparisons, and 
these results were relatively similar to our results using a median 
split Furthermore, we also analyzed Н, and Нз through ћегаг- 
chical regression. We modeled the months between failures as a 
continuous independent variable ranging from 1 to 20 months The 
regression approach yielded the same conclusions as the RM 
MANCOVA approach employed to test Hj, oftenng a multi- 
method reliability check of our analyses The results are available 
on request 
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TABLE 3 
Linearly Independent Planned Comparisons: H42-H45 


Post-Failure 2 Means (SE) 


Group: Shorter Gap 
Between Failures 


Group: Longer Gap 
Between Failures 


(Mean = 10.69, N = 127) Mean Difference 





H42 (Mean = 2 61, N = 128) 
Satisfaction 6 11 (280) 
Repurchase intent 12 94 ( 418) 
WOM 6 01 (294) 


6 24 (281) 13 
13 35 ( 419) 41 
5 31 (295) – 70 


Post-Recovery 2 Means (SE) 





Group: Shorter Gap 
Between Failures 


Group: Longer Gap 
Between Failures 














His (Mean = 2.61, N = 128) (Mean = 10.69, N = 127) Mean Difference 
Satisfaction 3 96 ( 356) 11 07 (358) 7 10" 
Repurchase intent 6 52 ( 490) 16 22 ( 492) 9 70* 
WO 3 34 (222) 9 24 ( 223) 5 90* 
Post-Failure 2 Means (SE) 

Group: Similar Group: Different 
H44 Failures (N = 118) Failures (N = 137) Mean Ошегепсе 
Satisfaction 6 05 ( 299) 6 42 ( 284) 38 
Repurchase intent 12 65 ( 444) 13 78 ( 422) 1 13 
WOM 547 (316) 5 86 ( 300) 39 

Post-Recovery 2 Means (SE) 

Group: Similar Group: Different 
His Failures (N = 118) Failures (N = 137) Mean Difference 
Satisfaction 6 50 ( 434) 8 05 ( 412) 155“ 
Repurchase intent 9 34 ( 600) 12 74 ( 569) 3 40* 
WOM 5 16 (262) 678 (249) 1 63" 





*p « 01 


Note Н; and Н,з were based on estimated marginal means, controlling for the effect of post-Recovery 1 satisfaction H44 and H15 were based 
on estimated marginal means, controlling for the effects of post-Recovery 1 satisfaction and failure type АП variables are based on 


summed-item scores SE = standardized error 


included the classification of a core or process failure ) We 
then created a dummy variable, where 1 = different failures 
and 2 = similar failures. Next, we divided customers into 
two groups, one reporting two similar failures (n = 118) and 
one reporting two different failures (n = 137), and used RM 
MANCOVA with one within-subjects factor (time 
post-Failure 2 and post-Recovery 2), one between-subjects 
factor (failure type different and similar), three dependent 
variables (overall satisfaction, repurchase intent, and 
МОМ), one covariate (post-Recovery 1 satisfaction), and 
one blocking factor (failure type core or process) The 
covariate and blocking factors were significantly correlated 
with the dependent variables and were not significantly cor- 
related with the independent variable As the third portion 
of Table 3 shows, postfailure means for the group that 
reported two similar failures were not significantly lower at 
either the multivariate (Wilks’ А = 984, F = 131, p> 27) 
or the univariate (p-values for all three variables > 07) 
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level, which does not support H,4 However, as shown in 
the bottom portion of Table 3, postrecovery means were 
lower for customers who reported two similar failures 
(multivariate Wilks’) = 886, F 21067, p < 01,122 11, 
univariate p-values for all three variables < 01), 1n support 
of His 

By including failure type as a blocking factor, we were 
able to reduce the sum of squares due to error, refine our 
estimates, and uncover some notable findings Respondents 
reporting two similar core failures (CC sequence) had sig- 
nificantly higher ratings after the second recovery than did 
those reporting two similar process failures (PP sequence) 
(Wilks’ à = 794, F = 2141, p < 01,72= 21) In addition, 
respondents reporting a process failure followed by a core 
failure (PC sequence) had significantly higher ratings after 
the second recovery than did those reporting a core failure 
followed by a process failure (CP sequence) (Wilks’ А = 
670, F = 4049, p< 01, 2 = 33) 


Discussion 


The purpose of our study was to examine complaining cus- 
tomers' perceptions of two service failures and recovery 
efforts We summarize our results and implications as follows 


*Recovery paradox For a single failure and satisfactory recov- 
ery, customers rated the firm paradoxically higher on satisfac- 
поп, WOM, and repurchase intent However, customers 
reporting another failure did not rate the firm higher despite 
satisfactory recoveries Thus, despite effective recovery 
efforts, paradoxical increases diminish after more than one 
failure Although managers should strive to recover well from 
mistakes, they would be 11 advised to use satisfactory recov- 
eres as a crutch for poor service Our results suggest that 
firms cannot merely become recovery experts and need to get 
it right the first ime. Firms also need to learn from their mts- 
takes when they do fail and get it right the second time 


*Double deviation effect Although ratings of satisfaction, 
WOM, and repurchase intent declined after one failure, the 
declines were not compounded after an unsatisfactory recov- 
ery, that 1s, there was no double deviation eftect It seems that 
customers discount the effects of one failure when the firm 
has typically provided satisfactory service However, when 
two unsatisfactory recoveries occur, the double deviation 
effect 1s strong Customers may tolerate one unsatisfactory 
recovery, but they likely will not tolerate two 


*Mixed recovery sequences Customers reporting а US 
sequence reported higher post-Recovery 2 ratings than did 
those reporting an SU sequence Furthermore, ratings from 
post-Failure 2 to post-Recovery 2 increased for those 
reporting a US sequence (and decreased for those reporting 
an SU sequence) Our study uncovers a potential recency 
effect when customers report inconsistent recovery efforts, 
suggesting a "what have you done for me lately?" response 
In ongoing relationships in which customers likely experi- 
ence multiple failures and recoveries, firms may improve 
previously low ratings associated with an unsatisfactory 
recovery by subsequently providing satisfactory recoveries 
Also, although customers may tolerate an unsatisfactory 
recovery when it occurs after they report their first failure, 
they are not likely to tolerate an unsatisfactory recovery 
when ıt occurs after a second failure, even 1f the previous 
recovery was satisfactory 


*Preferences for recovery sequences Our study unveils a hier- 
archy of postrecovery ratings when customers report various 
recovery sequences The route to the highest postrecovery rat- 
ings after two complaints 15 an SS sequence, followed by a 
US, SU, and UU sequence, respectively As such, the past 
seems important only when customers recall consistent recov- 
ery efforts When inconsistent efforts occur, the past may be 
important only to the extent that it helped shape prefatlure 
ratings 


«Recovery expectations Our results show that customers adjust 
their expectations higher from one failure to the next This 
increase was greater for customers who previously reported a 
satisfactory recovery These results suggest that perhaps “по 
good deed goes unpunished,” highlighting а potential down- 
side of recovering well To the extent that satisfied customers 
rate the firm higher and correspondingly adjust their future 
expectations, they may be more likely to experience dissatis- 
faction 1f the supplier fails again. Therefore, managers must 
carefully govern these newly enhanced service expectations 

*Fatlure severity Our results show that customers reporting a 
second failure rated the second tailure more severely than 
they rated the first. Perhaps severity ratings are stronger when 
customers perceive a second failure because customers con- 


sider “failure history” rather than the individual failure at 
hand Our results also demonstrated that failure seventy rat- 
ings increase more among customers who formerly reported a 
satisfactory recovery than among those who previously 
reported an unsatisfactory recovery, which potentially under- 
scores another downside of recovering well Because severe 
failures require greater effort on the part of the firm, managers 
may need to offer additional redress accordingly 
*Attributions of blame Our results show that when multiple 
failures occur, customers are likely to attribute the failures in 
a stable, internal manner to the firm Customers formerly 
reporting unsatisfactory recoveries blame firms more than do 
once-satisfied customers when a second failure arises. To the 
degree that these customers believe that multiple failures and 
poor recoveries represent a pattern that 1s stable to the firm, 
they may attribute failures internally to the firm and therefore 
require more extensive recovery efforts 
*Lags between failures Complainants reporting two failures 
within а short time period did not rate the firm lower after the 
second failure than did those reporting two failures separated 
by a longer time penod It appears that two failures, regard- 
less of the time lag between them, produce unsatisfied cus- 
tomers Perhaps customers experiencing longer gaps remain 
focused on the failure and compress the time lag (see Hornik 
1984) However, complainants rate firms lower after the sec- 
ond recovery when two failures occur within a shorter time 
period This may make it more difficult for firms to recover 
when two failures occur close together, partly because cus- 
tomers may not have time to forget about the first failure 
*Fadure similarity Complainants reporting two simular fail- 
ures did not rate the firm lower than did those reporting two 
distinct failures, which suggests that two failures, regardless 
of their similarity, make customers equally unsatisfied How- 
ever, failure similarity affects customer responses to recovery 
efforts Customers reporting two simular failures did not rate 
firms as highly on recovery efforts as did those reporting dis- 
tnct failures These findings suggest a challenging implica- 
поп “Do not make the same mistake twice” Although ıt 
remains unlikely that firms will be able to avoid similar fail- 
ures completely, managers can tmplement feedback loops into 
their service delivery system to reduce their occurrence 


Limitations and Research Issues 


Although this study expands our knowledge of complaint 
handling, viable prospects for further research remain 
Despite our evidence that noncomplainants are similar to 
complainants, it ıs possible that some customers chose not to 
complain about a failure but nonetheless expected a recov- 
ery Although the bank encouraged complaints, ıt was the 
responsibility of customers to initiate а complaint There- 
fore, further research could explore customer responses to 
proactive service recoveries initiated by the firm It seems 
worthwhile to better understand if and how customers 
respond differently when firms proactively identify and suc- 
cessfully fix problems before customers complain (eg, 
automobile recalls) 

Although our results were mostly consistent across 
dependent variables, we found differences in univariate 
results between repurchase intent and WOM For example, 
our double deviation data check after one failure and unsat- 
isfactory recovery revealed different results for WOM and 
repurchase intent In particular, whereas repurchase intent 
did not change from postfatlure to postrecovery given one 
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unsatisfactory recovery, МОМ ratings increased. Ап unsat- 
isfactory recovery following one failure had differential 
effects on types of intention, which suggests that even 
mildly unsatisfactory recoveries may spur increases in 
favorable WOM Similarly, although post-Recovery 2 
means for customers who reported a US sequence signifi- 
cantly increased above post-Failure 2 levels across the 
dependent variables collectively, this increase was not sig- 
nificant for repurchase intent Perhaps complainants weigh 
past experiences more heavily when forming repurchase 
intent, which makes them less susceptible to recency effects 
These results underscore the possibility that customers 
weigh and form various types of intentions differently In a 
study of computer choice, Tsiros and Mittal (2000) find that 
satisfaction directly affects both purchase intent and com- 
plaint intent, but regret affects purchase intent only directly 
Perhaps consumers used different processes to form com- 
plaint intentions and purchase intentions Future studies can 
help clarify the cognitive and affective processes used to 
derive various behavioral intentions and help develop a 
greater understanding of the circumstances in which inten- 
tions remain stable or change over time 

Our research reinforces the notion that consumers’ per- 
ceptions may change over time, signifying that perhaps what 
appears clear in cross-sectional studies may become com- 
plex in longitudinal studies—and vice versa Our study Joins 
a growing body of longitudinal research on consumer per- 
ceptions (e g , Bolton and Lemon 1999, Mittal, Kumar, and 
Tsiros 1999), helping clarify and extend results found in 
cross-sectional studies For example, Tax, Brown, and Chan- 
drashekaran (1998) note that trust and commitment decrease 
when dissatisfaction with complaint handling increases It 
seems fruitful to extend this finding by examining how trust 
and commitment change over time when customers report 
multiple failures with ongoing service providers Similarly, 
extending the work by Smith, Bolton, and Wagner (1999), 
longitudinal studies could explore how the effects of service 
recovery attributes (e g , response speed, apologies, com- 
pensation) on customer fairness perceptions change or 
remain stable when multiple failures occur 

Our study design reveals some potential measurement 
limitations that warrant examination Although our prefail- 
ure retrospective measures of overall satisfaction. were 
highly correlated with actual prefailure satisfaction ratings 
and there were no significant within-subject mean differ- 
ences between our retrospective measures and actual mea- 


sures, it still remains unclear when retrospective measures 
are accurate and when they are biased For example, is there 
some time threshold (eg, a certaan number of months) 
within which customers can accurately recall their specific 
perceptions and after which their retrospective measures 
become biased? At what point do individual differences, 
environmental factors, customer involvement levels, and 
other factors spawn halo effects and other recall biases that 
cloud retrospective measures? To what extent do retrospec- 
tive measures of given constructs trigger subsequent order 
effects when followed by a repeated measurement of the 
same constructs 1n the same questionnaire representing a 
different point in time (e g , postfailure measures)? Given 
the challenges involved in capturing actual customer per- 
ceptions as they form over time, 1t seems worthwhile to 
investigate when retrospective measures offer reasonably 
accurate proxies 

Although all of our respondents received some type of 
redress effort in the bank's view, some or all of these efforts 
could have gone unnoticed or unappreciated by our respon- 
dents A sound recovery ın the bank's view may still be con- 
sidered unsatisfactory or nonexistent in the customer's view 
Alternatively, a customer could rate a recovery satisfactorily 
despite a lackluster recovery from the bank’s view As such, 
the same recovery effort from the bank’s view could either 
generate paradoxical increases or spawn double deviations 
in customer ratings Therefore, what one party considers a 
recovery may or may not be considered a recovery by the 
other party Future work needs to examine if, when, and 
how customers and firm employees view recovery efforts 
differently 

Finally, the production and consumption of services are 
often inseparable, and customers may therefore influence 
the service they receive, including service recoveries Rela- 
tively aggressive or passive customers, for example, may 
significantly affect the recovery process and ultimately 
influence their own perceptions about the experience Does 
the “squeaky wheel get greased” or does the passive cus- 
tomer receive better recoveries? Although we captured the 
firm’s response to complaints and how customers perceived 
these responses, we did not capture the extent to which cus- 
tomers influenced their recovery experiences Although 
investigating the relationships between customer actions (as 
independent variables) and service experience evaluations 
was not the focus of this particular work, it offers a practical 
avenue for further research 


APPENDIX A 
Measurement Scales 





Overall Firm Satisfactiona 

1 | am satisfied with my overall experience with [firm 
name] b 

2 Аѕ а whole, | am not satisfied with [firm name] 

3 How satisfied are you overall with the quality of [firm 
name] banking service?b 


Favorable МОМа 

1 How likely are you to spread positive word-of-mouth 
about [firm name]? 

2 | would recommend [firm name's] banking services to my 
friends 
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3 If my friends were looking for a banking service, | would 
tell them to try [firm name] 


Repurchase Intenta 

1 In the future, | intend to use banking services from [firm 
name] 

2 |f you were in the market for additional banking services, 
how likely would you be to use those services from [firm 
name]? 

3 In the near future, | will not use [firm name] as my 
provider 





APPENDIX A 
Continued 


4 In the future, | will continue using [firm name] for these 
banking services 


Service Recovery Expectations 

1 Т have high expectations that (firm name] will fix the 
problem 

2 | expect [firm name] to do whatever it takes to guarantee 
my satisfaction 

3 | think [firm name] will quickly respond to (banking) 
problems 

4 My expectations are high that | will receive compensation 
when | encounter a banking service problem 


Failure Severity 

In my opinion, the banking problem that | experienced was a 
1 Minor problem (1)/major problem (7) 

2 Big inconvenience (1)/small inconvenience (7) 

3 Major aggravation (1)/minor aggravation (7) 


Attributions of Blamec 

1 To what extent was [firm name] responsible for the 
problem that you experienced? (not at all responsible 
[1]/totally responsible [7]) 

2 The problem that | encountered was all [firm пате] 
fault. 

3 To what extent do you blame [firm name] for this 
problem? (not at all [1/ completely [7]) 


Satisfaction with Service Recoveryd 

1 In my opinion, [firm name] provided a satisfactory 
resolution to my banking problem on this particular 
occasion 

2 | am not satisfied with [firm name]'s handling of this 
particular problem 

3 Regarding this particular event (most recent banking 
problem), | am satisfied with [firm name] 


—————————————————À 


aMeasured at all time periods 


bindicates that the scale was anchored with “not at all satisfied" and "very satisfied " 


"Measured once at T1b (post-Failure 1) and again at T3b (post-Farlure 2) 


dMeasured once at Т2 (post-Recovery 1) and again at T4 (post-Recovery 2) 
Notes All items were measured on a seven-point scale Unless noted, all items were anchored with "strongly disagree" and "strongly agree " 
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Marc Мапћџеје & Xavier Dreze 


Measuring the Price Knowledge 
Shoppers Bring to the Store 


Reference price research suggests that consumers memorize and recall price information when selecting brands 
for frequently purchased products Previous price-knowledge surveys, however, indicate that memory for prices is 
lower than expected. In this study, the authors show that these price-knowledge surveys provide imperfect esti- 
mates of price knowledge, because they focus only on recall and short-term memory The authors propose, 
instead, to use a combination of price recall, price recognition, and deal recognition to measure the degree to which 
consumers use auditory verbal, visual Arabic, or analogue magnitude representations to memorize prices The 
authors show how the combination of these three measures provides a much richer understanding of consumers’ 
knowledge of prices The results suggest that the price knowledge involved пп reference prices may often not be 
accessible to recall but shows up in price recognition and deal recognition In addition, the authors identify con- 
sumer and product characteristics that explain the variations in price knowledge They find, for example, that fre- 
quent promotions increase consumers’ ability to remember regular prices and that store switchers do not possess 


better price knowledge than other shoppers 


edge base of prices for products they frequently pur- 

chase This knowledge base enables them to assess 
the attractiveness of advertised promotions (in flyers, adver- 
tisements, and the store itself), alerts them to price increases, 
and enables them to compare prices across stores Marketers 
are interested in finding out how complete and accurate this 
knowledge base 1s The assumption in early economic price 
theory that consumers are aware of most prices has been 
invalidated by surveys of price knowledge Dickson and 
Sawyer’s (1990) in-store price knowledge surveys provide 
estimates of price knowledge that are surprisingly low Only 
47% to 55% of the respondents could accurately recall the 
price of an item they had just placed in their shopping cart, 
and 19% to 23% did not even attempt to give an estimate 
These results have been replicated by other researchers (Le 
Boutillier, Le Boutillier, and Neslin 1994, Wakefield and 
Inman 1993) 

A consumer’s price knowledge base 1s, by definition, 
stored in long-term memory Although the results of Dick- 
son and Sawyer’s (1990) type of studies are often interpreted 
as estimates of consumer price knowledge, this interview 
procedure actually targets in-store attention to prices, by 
checking the contents of short-term memory The power of 
their demonstration 15 that, because price recall questions 
are asked immediately after the consumer picked a product 
from the shelf, “it seems unlikely that shoppers noted the 
price and forgot it in the short intervening time” (Dickson 
and Sawyer 1990, p 50) Although a respondent may call on 
long-term memory to give a price estimate, short-term mem- 
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ory will dominate the results This implies that Dickson and 
Sawyer may have considerably overestimated the extent to 
which consumers have long-term knowledge of the prices of 
frequently purchased products However, it 1s also possible 
that the authors underestimated price knowledge, because 
they relied on price recall As explained by Monroe and Lee 
(1999), memory for price information may not be recallable 
but may still be useful to consumers 1n making price judg- 
ments Instead of relying on recall, consumers may be 
alerted to price changes by recognition (or, more precisely, 
the lack of recognition), and recognition performance 15 usu- 
ally better than recall performance Moreover, Monroe and 
Lee argue that price knowledge in memory may not be 
accessible to recall and recognition and still be instrumental 
in shopping, because it gives a sense of the magnitude of 
what the normal price 15 In the past decade, memory 
research has focused on this form of memory (referred to as 
“implicit memory”) 

To measure the long-term price knowledge consumers 
bring to the store requires a different interview methodology 
than that used by Dickson and Sawyer The main objective 
of our project 1s therefore to design and test a methodology 
that taps into the different forms of long-term memory for 
prices We base our design on the recent literature in the area 
of numerical cognition that shows that numerical informa- 
tion can be represented in three different forms in memory 
Only one of these forms 1s directly accessible to verbal 
recall Obtaining a complete picture of price knowledge 
therefore requires the use of measures that tap into all three 
forms of representation In a survey of 400 consumers in a 
French supermarket, we measure price knowledge with this 
procedure and examine the extent to which price knowledge 
15 driven by the characteristics of product categories and 
consumers’ shopping strategies Diagnosing levels of price 
knowledge and differences across consumers and across 
product categories 1s important for managers who need to 
coordinate prices 1n a competitive multicategory environ- 
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ment In addition, academics will be interested in the rela- 
tionship between the different measures of long-term mem- 
ory for price and in the determinants of price knowledge in 
a low-involvement purchase context They will also be par- 
ticularly interested ın the implications of our research for the 
apparent conflict between the results of reference price stud- 
ies and those of price knowledge surveys 

Reference price models are choice models, estimated on 
scanner data, that include the effect of price knowledge on 
product choice through a surrogate measure (Kalyanaram 
and Winer 1995, Winer 1986) In the absence of direct mea- 
sures of price knowledge, these models measure the refer- 
ence price of a certain consumer for a certain product as a 
combination of the past actual prices of this product on pre- 
vious shopping occasions The underlying assumption 15 
that the consumer was exposed to the product's price at 
these shopping occasions and therefore may have memo- 
rized ıt This assumption 1s, however, put into question by 
past price knowledge surveys Several authors have there- 
fore raised the issue of whether reference price models can 
"significantly predict brand choice 1f actual market prices 
are often not noticed or remembered by consumers" 
(Urbany and Dickson 1991, p 51) Price survey results have, 
however, also been interpreted as an indication that a sizable 
proportion of consumers are capable of recalling prices (Bri- 
esch et al 1997, see also Kalyanaram and Winer 1995) In 
this article, we argue that neither interpretation 1s satisfac- 
tory, because Dickson and Sawyer’s (1990) type of price 
knowledge surveys focus on short-term memory for price 
whereas reference price 1s, by definition, stored in long-term 
memory Moreover, as explained in the previous paragraph, 
reference price does not need to be recallable to exert из 
effect on choice By examining the different forms of long- 
term memory for price through multiple measures, our study 
helps advance the debate between reference price and price 
knowledge survey research We show that recall-based sur- 
veys severely underestimate the level of price knowledge 
available in the market Our study also indicates that refer- 
ence prices may be based on forms of knowledge that are 
not easily recallable 

We start this article by examining, from a theoretical 
perspective, how consumers store prices 1n memory and, 
consequently, which measures should be used to determine 
the level of price knowledge In the second section of the 
article, these measures are included in a survey procedure 
that measures the different dimensions of long-term con- 
sumer price knowledge that consumers bring to the store 
The third section introduces the factors that drive price 
knowledge, and the fourth section explains in detail the 
methodology we used We then present the results of the sur- 
vey we ran with 400 respondents in a French supermarket 
and discuss these results in the final section of the article 


Long-Term Memory and Number 
Representation 


To develop measures of price knowledge, we first must 
understand how prices are stored in long-term memory 
Research on numerical cognition focuses on how numbers 
and arithmetic information are represented tn memory and 


used in cognitive arithmetic tasks (Ashcraft 1992, 
McCloskey and Macaruso 1995) As a synthesis of the 
essential findings of this research, Dehaene (1992, see also 
Dehaene and Akhavein 1995) develops a triple-code model 
in which numbers can be mentally represented and manipu- 
lated in three different forms The auditory verbal code 
manipulates a word sequence (е g , /thirty/ /five/), the visual 
Arabic code represents numbers on a spatial visual medium 
(e.g , 35), and the analogue magnitude code represents num- 
bers as approximate quantities on a dimension termed the 
number line (about 35, or somewhere between 30 and 40) 

The triple-code model implies that prices can have three 
types of representation in memory The auditory verbal 
code—which 15, for example, the code involved in verbal 
counting and arithmetical fact retrieval—can be used to 
store and retrieve price information that has been read out by 
the consumer, often subvocally Alternatively, the same 
information can be stored as a string of visual symbols 
Comparing two numbers, for example, usually involves the 
visual Arabic code There is evidence that some people are 
auditory and others visual types, but one person may store 
some prices 1n auditory and others in visual form, depend- 
ing on how the information was coded initially The same 
price can also be stored in multiple forms Which code 15 
accessed at a certain point in time depends on the task at 
hand Although conversions can be made from one code to 
another, there 1s a cognitive cost involved in this translation, 
which 1s revealed through increasing reaction times The 
analogue magnitude code, which is the third type of repre- 
sentation of price in memory, 15 somewhat different from the 
other two codes because it 1s formed on the basis of auditory 
or visual input (1 e , the information passes through the other 
two codes first), through a fairly automatic process that 
recodes a number into an approximate quantity 

Important for our study 1s that Dehaene (1992) posits 
that each number-related task 1s tied to a specific code А 
verbal recall question 1s most readily answered through 
accessing the auditory verbal code For a recognition ques- 
поп, in which a price 15 shown visually, accessing the visual 
Arabic code 15 the most evident process, and estimates of the 
normal price range or judgments of the attractiveness of a 
certain price can be based on the magnitude code As 
explained previously, transcoding from one code to another 
15 possible but requires mental switching between notations 
and increases response time In the face of a certain numer- 
ical task, the most evident code will therefore be privileged 

By using a combination of three price knowledge ques- 
tions, one for each code, we can take the three possible 
forms of representation of price knowledge 1nto account and 
obtain a complete and accurate picture of the level and types 
of price knowledge a certain consumer holds Although the 
literature on numerical cognition was the source of inspira- 
tion for the design of our survey procedure, we note that the 
three ways of measuring price knowledge have also been 
discussed individually in the marketing literature. Recall has 
been used most often in prior studies, but Monroe, Powell, 
and Choudhury (1986) have argued that recognition is a 
more appropriate measure of price knowledge than recall 
They explain that price information can be the result of 
active search or can be learned incidentally, almost by 
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chance, while consumers are shopping Active search may 
be more the exception than the rule, but it 15 more likely to 
lead to recallable price information, because it makes 
explicit links to information already stored in memory Just 
picking a product from the shelf and incidentally noticing its 
price, 1n contrast, may not lead to recall of this price, even 
after several repetitions, because no such links to memory 
are made Memory researchers refer to these forms of price 
information processing as interitem processing (several 
prices are compared) and intraitem processing (one price for 
one product is examined) (Mandler 1980) If incidental 
learning 1s more prevalent, recognition may indeed be more 
appropriate than recall as a measure of price knowledge 

Regarding the notion that seeking price magnitudes 
instead of precise price points may ın some cases be more 
appropriate, research suggests the existence of reference 
price regions instead of price points (e g , Kalyanaram and 
Little 1994) Small differences in reference price do not 
seem to have any effect in some choice models In addition, 
Monroe and Lee (1999) explain how the notion of implicit 
memory expresses the ability to judge the attractiveness of a 
certain price, without the possibility of explicit recall of an 
actual price 


A Survey Procedure to Measure 
Price Knowledge 


On the basis of our literature review, we propose that an 
investigation of long-term price knowledge needs to tap into 
all three memory codes for numerical knowledge In our 
survey of consumers, we measure three constructs that cor- 
respond to these three forms of price knowledge 


1 Recallable price knowledge The consumer knows the actual 
price of the product in the store “by heart” (Urbany and 
Dickson 1991) This is the highest level possible and is 
mainly based on the auditory verbal code 

2 Price 1ecognition Unaided price knowledge 15 not present, 
but aided price recognition 15 (Monroe, Powell, and Choud- 
hury 1986) When people see a price on a product, they can 
tell 1f this 15 the price they are used to and have in mind by 
accessing the visual Arabic code If no promotional signal 15 
present, a lack of recognition usually implies that the pnce 
has been increased 

3 Deal spotting This form of price knowledge consists of 
consumers noticing that a pnce 1s within or outside the nor- 
mal range of previous prices, for which accessing the ana- 
logue magnitude code is sufficient (Monroe and Lee 1999) 
People with this level of knowledge do not really know by 
heart what products cost, and they cannot tell whether a 
presented price 1s exactly the one they are used to They 
can, however, recognize a good deal or a bad deal when 
they see one In other words, they have a sense of what the 
normal price range 15, 1f they are presented with sufficient 
cues 


Because our objective 15 to measure the price knowledge 
consumers bring to the store and because we want to draw 
implications for reference price research, our survey proce- 
dure must match as closely as possible the context of an 
actual in-store reference price comparison In addition to the 
three-step memory questions, our survey procedure has the 
following key features 
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*Our questions are specific to the stockkeeping unit (SKU) pur- 
chased and are for SKUs that have been purchased in the past 
by the respondents (unlike, e g , Urbany and Dickson's [1991] 
work), 

*The questions tap into long-term memory and exclude the 
possibility that price 1s retrieved from short-term memory 
(unlike Dickson and Sawyer [1990] and their replications), 

*We match product and brand cues used 1n the questioning to 
those present ın the choice context (e g , through the use of 
photographs of the products tested), and 

*The questioning takes place in the store, at the start of a pur- 
chase occasion, to maximize the number of contextual cues 
and to ensure the presence of normally available shopping 
knowledge (as opposed to in-home surveys such as Urbany 
and Dickson's (1991], which may underestimate actionable 
price knowledge) 


In addition to our main survey of long-term price knowl- 
edge, we ran a survey that measured consumers' memory for 
prices 1mmediately after they picked a product from the 
shelf This survey replicates Dickson and Sawyer's (1990) 
work and 15 meant to benchmark our results to theirs in order 
to elucidate the debate we alluded to previously between 
researchers who work on scanner data with reference price 
models and those who use surveys 


Drivers of Price Knowledge 
Accuracy 


Category-Level Drivers of Price Knowledge 


А category's characteristics can influence a consumer's abil- 
ity to accurately store and use the price knowledge of one of 
its products If a category had only one item and if the price 
of that item never changed, it would not be difficult for a 
consumer who purchases from that category on a regular 
basis to remember the price of the item. In contrast, if the 
category had dozens of different items and volatile prices, 
remembering the price of any given product might be more 
difficult We focus here on three dimensions of a category 
that might affect the consumer's ability to process price 
information accurately price volatility, price range, and cat- 
egory clutter Price volatility measures how often prices 
change over time It is a function of the level of promotional 
activity in the category Price range 1s measured as the dif- 
ference in price from the highest- to the lowest-priced SKU 
in the category Category clutter ıs operationalized as the 
number of SKUs in the category Underlying our hypotheses 
for the effect of these factors 1s the notion that increased 
complexity ın price information has a negative impact on 
memory performance 

When a product 1s often on promotion, its promoted 
prices will become more salient, and recall and recognition 
of the normal price should be affected negatively (Johnson 
1994) However, if a product 1s often promoted on price, its 
normal price range should be salient (Kalyanaram and Little 
1994), and deal recognition, which involves reactions to 
price differences that exceed the typical price promotions 
(e g , 22096), should be enhanced Therefore, our prediction 
for price volatility depends on the measure considered Price 
recall (Н) and price recognition (H5) of the normal price 
should be lower in often-promoted product categories, 


whereas deal spotting should be higher (Нз) (for the formal 
hypotheses, see Appendix A) When the price range is large, 
the product category will be associated 1n memory with a 
large number of different prices, and the category therefore 
becomes an unreliable cue to access any given price in 
memory (Anderson and Bjork 1994) This should lead to a 
higher level of confusion about the actual price of any given 
brand Thus, prices in categories with a large price range 
should be more difficult to remember (Нд), be it through 
active or incidental learning Category clutter 15 hypothe- 
sized to have a similar effect, because confusion again 
becomes more likely when the number of SKUs in а cate- 
gory increases (Hs) 


Consumer-Level Drivers of Price Knowledge 


Previous studies have examined some of the factors that 
explain the differences among consumers ın their price 
searches (e g , Urbany, Dickson, and Kalapurakal 1996) and 
price knowledge (Dickson and Sawyer 1990 and their repli- 
cations) To complement this work, we divided consumer 
characteristics into three groups of variables the propensity 
to engage in in-store price search, the propensity to engage 
1n across-store price search, and shopping trip/household 
size For each variable, we developed a set of survey items 

Consumers who extensively engage themselves in price 
search should also be the ones having the best knowledge of 
prices They apparently use price as a decision variable (be 
it to compare brands within a store or prices across stores), 
and they process more price information than consumers 
who do not engage in price comparisons Therefore, we for- 
mulate the hypothesis that consumers will have more price 
knowledge when they engage in in-store price search (Hg or 
across-store price search (H7) than when they do not (Dick- 
son and Sawyer 1990) 

In terms of average shopping trip size (at the household 
level), there is more to be gained from accurate price knowl- 
edge when the shopping basket is large than when it 15 small 
Therefore, we hypothesize that consumers engaging in 
larger average shopping trips will have better price knowl- 
edge than those engaging in small average trips (Hg) 


Price Knowledge Survey 


Product Category Selection 


The product categories for the survey were chosen so that 
they represent high or low (but not medium) levels of each 
of the three factors we studied (price volatility, price range, 
and category clutter) We selected a representative product 
category for each cell of our 2 x 2 x 2 factorial design in two 
steps We made a first selection of possible candidates on the 
basis of estimates from a national store panel of approxi- 
mately 300 product categories We selected categories that 
were in either the first quartile (low) or the fourth quartile 
(high) in terms of price volatility over time, average price 
range, and number of SKUs After this first selection, we ran 
three store checks over a period of two months in the store 
where our survey took place to determine the eight most rep- 
resentative product categories (see Figure 1) 


FIGURE 1 
Category Selection 
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Each respondent answered price knowledge questions 
for three of the eight products The interviewers had a list 
that determined the selection and order of the products for 
each interview This way, all products were presented 
approximately the same number of times In case a respon- 
dent did not normally buy a given product in a supermarket 
or hypermarket, the next one on the list was examined 


Respondent Selection and Interview Procedure 


The interviews all took place 1n one hypermarket It was 
selected because its prices were almost exactly at the mean 
of 1524 supermarkets and hypermarkets that were compared 
1n à Store price check by a leading French consumer organı- 
zation (Que Choisir 1998) The objective of our respondent 
selection was to interview a representative sample of regular 
shoppers of this store Respondents were intercepted at one 
of the store entrances As soon as an interviewer became 
available, he or she solicited the third person who entered 
the store for participation ın the interview In total, 400 
shoppers were interviewed Because we expected to find dif- 
ferent types of shoppers at different times of the day and the 
week, the interviews were scheduled such that we covered 
each relevant time slot (morning, midday, evening, begin- 
ning of the week, normal weekday, and weekend) 

The interview was described as being part of a study on 
consumer products, and the prospective respondents were 
told they would receive a store coupon of 20 francs at the 
end of the interview ! To qualify for the interview, shoppers 
needed to pass two filter questions They needed to normally 
do their shopping themselves, and they needed to do their 
regular shopping in the store where they were interviewed 
We assumed that people who were not regular shoppers 
would not have reliable reference prices The problem with 
those who do not do their regular shopping at the store 
where the interview took place 15 that we have по practical 
way of knowing the actual prices at the store they patronize 


SS 
Трав financial incentive may have introduced a selection bias by 

attracting price-sensitive shoppers However, this bias does not 

affect the nature of our conclusions, as we show in the analyses 
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on a regular basis (1€, they might have an accurate price 
knowledge, but for prices that are different from the ones in 
effect at our store) 

As already mentioned, our main survey was designed to 
assess price knowledge on a shopping occasion before con- 
sumers had contact with product prices This was done to 
keep respondents from accessing data from short-term 
memory while still providing them with environmental cues 
to help retrieval from long-term memory Pictures were 
taken of the 174 SKUs sold by the store in the eight selected 
product categories These were reproduced in an interview 
folder sorted 1n alphabetical order by brand and, at a second 
level, by SKU Respondents were interviewed only on prod- 
uct categories they usually buy at the store After a respon- 
dent had indicated in the interview folder which SKU he or 
she usually purchases, he or she gave an estimate of the 
SKU's normal nonpromoted price Respondents could give 
the price they recalled ın the unit they preferred by item, by 
pack, by weight, or by volume Next, a series of hypotheti- 
cal prices for the product was presented in the interview 
folder, one at a time The respondent indicated whether each 
price represented a good deal, a normal price, or a bad deal 
The price presented in this deal-spotting question was a unit 
price accompanied, if relevant (e g , for mineral water), with 
a price per weight or volume Respondents were assigned to 
one of two conditions for the deal-spotting questions. In the 
first condition, the price series started with a price that was 
20% below the actual price, followed by prices that were 5% 
below, 5% above, and 20% above the actual price In the 
second condition, the price series started with a price that 
was 20% higher than the actual price, followed by prices 
that were 5% above, 5% below, and 20% below the actual 
price The two conditions were counterbalanced across the 
different interview folders such that each product category 
appeared in each series approximately the same number of 
times The selection of the product categories and the coun- 
terbalancing of the price presentations were arranged such 
that respondents received different sequences of prices in 
the deal-spotting questions and therefore could not predict 
whether the four consecutively presented prices would be 
decreasing or increasing 

In the following step, the actual price of the product was 
shown, along with а 10% higher price and а 10% lower 
price The interviewer told the respondent that one of the 
three prices was the normal price at the store and asked the 
respondent to indicate which one it was The presentation 
order of the three prices in this recognition question was 
counterbalanced across interview folders The series ot 
questions was repeated for two other product categories, and 
the price knowledge questions were followed by 12 ques- 
tons about the shopping habits and identity of the respon- 
dent To maximize comprehension of the task, all price pre- 
sentations, questions, and possible answers were presented 
orally as well as 1n writing 


Results 


In this section, we proceed in two steps First, we report the 
overall results for each of the three measures of French con- 
sumers' price knowledge, and we examine the degree to 
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which these measures represent incremental levels of price 
knowledge Second, we investigate the extent to which 
these results are category dependent and driven by the 
demographic characteristics and shopping habits of our 
respondents 


Measures of Price Knowledge 


Price recall Table 1 shows the percentage of responses 
that matched the actual price of the products that were 
tested It also shows the percentage of the recalled prices 
that fell within 5%, 10%, and 20% of the actual prices As 
Table 1 shows, the levels of price recall are quite different 
from those obtained in previous U S studies As a сотрап- 
son, in Dickson and Sawyer's (1990) work, 56% of the 
respondents were within a 5% range of the actual price, and 
4796 even recalled the exact price 

There are two possible explanations for this difference in 
results One explanation is that we measure long-term mem- 
ory whereas Dickson and Sawyer measure a mix of long- 
and short-term memory Another possibility 15 that French 
consumers have much lower price knowledge than their U S 
counterparts To compare both explanations, we ran a sepa- 
rate survey, in the same store, but now replicating Dickson 
and Sawyer's study as faithfully as possible on two product 
categories Consumers were intercepted immediately after 
they placed a product in their cart The categories selected 
were mineral water and yogurt We interviewed 100 con- 
sumers for each category As we show 1n Table 2, the esti- 
mates of price recall accuracy are similar for the two cate- 
gories and, more important, are markedly different from 
those of Dickson and Sawyer These data clearly indicate 
that the French consumers in our study paid less attention to 
prices and, as a result, had worse short-term memory than 
their U S. counterparts 

To check for possible category biases, we considered the 
unit basis for which a price was given (respondents gave 
their estimates in the unit that came spontaneously to mind) 
Different unit responses were observed only for mineral 
water, milk, and toilet paper, and 43% of the responses for 
these categories were expressed by item (bottle or roll), the 
remainder were stated by package A t-test on absolute per- 
cent differences (abs[recall estimate — actual price]/actual 


TABLE 1 
Price Recall 





Cumulative Percentage 


Accuracy Level of Respondents 


Correcta 2 196 
Within 5% 213% 
Within 10% 37 396 
Within 20% 60 3% 


aWe defined accuracy relative to the current price in the store This 
may not always correspond to the reference pnce—for example, if 
the reference price is based on several past prices and when the 
price changed from the previous shopping occasion It should, how- 
ever, also be noted that prices in this store are fairly stable, and cur- 
rent price is therefore a good approximation of the "correct" refer- 
ence price 

Notes. N = 1186 (missing values = 2 8%) 


TABLE 2 
Replication of Dickson and Sawyer's (1990) Study 


Percent 

Correcta Error 
Yogurt 10% 15% 
Mineral water 10% 20% 
Dickson and Sawyer 47% 15% 


aPercentage of respondents, n = 100 for each product category 


price) shows that recall accuracy does not depend on the unit 
(per item = 22, per pack = 26, ts). = 1 76, р = 08) 


Price recognition In our theory review, we stressed that 
it may be premature to draw conclusions for retail price pol- 
Icy just from examining the accuracy of price recall The 
other two dimensions of price knowledge also must be taken 
into consideration Recognition of the actual price can be 
considered the next step down on the price knowledge lad- 
der Table 3 gives the percentages of respondents that chose 
each response option То correct for guessing and obtain an 
estimate of the level of genuine recognition, we apply a sim- 
ple theory of guessing behavior that posits that a certain per- 
centage of the respondents, X, recognizes the actual price 
with perfect confidence, and the rest, 1 — X, use pure guess- 
ing (Morrison 1981) Through random chance, one-third of 
these guessers will pick the right answer Thus, the number 
of observed correct responses (42 2%) 1s equal to X + (1 — 
X)/3 Solving for X, we have a corrected percentage of 
nonguessers of 13 3% 2 

Comparing recognition with recall results provides some 
interesting insights The percentage of correct recognition 
responses 1s obviously higher than that for recall (13 3% 
versus 2 1%) This recognition percentage can also be com- 
pared with the percentage of recall responses that were 
within 5% Indeed, 1f a consumer were to give a price recall 
estimate that fell within 5% of the actual price, this person 
should logically be able to recognize the right price when it 
1s presented alongside prices that are 10% higher and lower 
Only 63% of the respondents who recalled a price within 
5% of the correct price were able to recognize the actual 
price It seems that a sizable number of consumers do not 
use their recalled price when they need to make a recogni- 
tion judgment A possible explanation for this result is that 
these people access different memory representations to 
answer the two questions and are not able to make the trans- 
lation from one memory code for numbers to another For 
example, they may have used a pictorial representation of 
the price to make their recognition judgment, but they used 
the auditory verbal code to answer the price knowledge 
question This is apparently a less effective strategy than if 
they had used the spontaneously recalled price as a basis for 
their recognition judgment as well 


Deal spotting For the price-alert shopper, recall and 
recognition are useful forms of knowledge, but they require 
more or less precise representations of price 1n memory and 





24222 X + (1 - Ху3 = X = (3 x 422- 1)/2= 133 


Average 


Percent Percent Percent 
Estimate@ Estimates Estimatea 
Within 596 Within 10% Within 20% 

3096 5496 7096 
2796 4896 6696 
5696 


TABLE 3 
Price Recognition 





Level of Presented 


Price Relative to Percentage of 


Actual Price Responses 
—1096 32 5% 
0 42 2% 
10% 25 3% 


Notes N = 1186 


reliable access to these representations In our third form of 
questioning, we measured the extent to which our respon- 
dents have only a sense of magnitude of the normal price 
that guides them in judging which prices are attractive or 
unattractive Our analysis combines the response patterns 
across the four deal-spotting questions into one measure 

We start by dividing our responses into three groups 
The first group 1s composed of consumers who are fairly 
knowledgeable about price magnitudes and not only 
respond positively to a large discount (and negatively to a 
large increase in price) but also respond in the right direction 
to small changes in prices (1e, the answer "normal" or 
"good" for 5% decreases and “normal” or “bad” for 5% 
increases) This response behavior corresponds to a [good, 
good or normal, normal or bad, bad] response to a price 
series of [-20%, –5%, 4-595, 2096] or a [bad, normal or bad, 
good or normal, good] response to a price series of [+20%, 
+5%, –5%, -20%] Of all our responses, 32 7% fall into this 
category 

The second group is formed by consumers who do not 
even have the most minimal ability for deal spotting It 
includes those who label the first presented price as good 
when ıt 1s 20% above the current price and those who label 
a price reduction of 20% as a bad deal We find 14 1% of our 
observations in this case The remaining responses, which 
do not belong to the first or second group, in total 53 296, 
reflect some intermediate form of deal spotting and consti- 
tute our third group Overall, the price-oblivious segment of 
respondents 1s small (14 1%) Most of the respondents in 
our sample (85 9%) are able to engage in some degree of 
deal spotting 

As 1n the case of the price recognition questions, some 
of the correct answers are the result of guessing The 
observed number of responses we considered as an indica- 
поп of good deal-spotting ability 15 therefore an overesti- 
mate of the true deal-spotting ability Correcting for guess- 
ing is unfortunately not as easy as it ıs for the price 
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recognition question We work in three steps (see Appendix 
B) In the first step, we calculate the percentage of responses 
that would be categorized as correct deal spotting if 1n real- 
ity all respondents were using pure guessing In the second 
step, we infer, from our calculations 1n the first step, an 
upper-bound estimate of the proportion of guessers 1n our 
sample This then enables us to derive a lower-bound esti- 
mate of the number of true deal spotters Our calculations 
give us an estimate of 269% This 1s a worst-case scenario 
In the absence of perfect knowledge on the number of 
guessers, all we know 15 that the true number of accurate 
deal spotters lies between 27 and 3396 


Comparison of Forms of Price Knowledge 


In combination, our previous analyses of the three mea- 
sures of price knowledge suggest the distinction among 
five steps on the price knowledge ladder (see Figure 2) At 
the first step, there is no price knowledge This 15 reflected 
in the absence of deal-spotting ability The second step 
permits some level of magnitude sensitivity to large price 
differences but 1s not perfect A third step helps a con- 
sumer react correctly to prices that depart from the usual 
price by at least 5% The fourth step permits, 1n addition, 
accurate recognition of the actual price, the highest and 
rarest form of knowledge is the basis for accurate price 
recall 

The relative percentages of responses at the last four 
steps seem to confirm the intuition that deal spotting, price 
recognition, and price recall are incremental steps on the 
price knowledge ladder, meaning that some consumers who 
have accurate deal-spotting ability also have accurate recog- 
nition and that some of the latter group have accurate recall 


X 


To check whether the three memory measures are indeed 
steps of a one-dimensional continuum, we ran a Guttman 
scalogram analysis (Robinson 1978) We calculated the 
coefficient of reproducibility of the data and compared it 
with the reproducibility under the assumption of indepen- 
dence among the measures At 90, the observed repro- 
ducibility 15 not higher than the chance level of 92 A cal- 
culation of the coefficient of scalability (an indication of the 
extent to which the responses can be scaled on one dimen- 
sion) confirmed this finding, at 23, it 1s well below the 
acceptable range of 60 to 65 In conclusion, although a 
comparison of the frequencies suggests that deal spotting, 
price recognition, and price recall are memory measures of 
increasing difficulty along a single dimension, the Guttman 
scalogram analysis shows that instead there 1s more than one 
dimension at play This may indicate that these measures tap 
into different dimensions of our memory system, a notion 
present in the literature on numerical cognition (Dehaene 
1992) This finding 15 of importance not only to readers 
interested in memory phenomena but also to those interested 
in reference price effects, our results imply that consumers 
who exhibit reference price effects in choice models may 
have a form of price knowledge that enables them to react 
accurately to displayed prices but that does not permit recall 
In a survey 


Drivers of Price Knowledge 


We test our hypotheses on price knowledge drivers by run- 
ning logit regressions on our three measures of price knowl- 
edge (price recall, price recognition, and deal spotting) with 
the knowledge drivers as independent variables To study 
price recalled, we use as a binary dependent variable 


FIGURE 2 
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upper and lower bounds of our estimates are given The upper bounds are equal to the observed proportions of the three levels of deal- 
spotting ability The lower bounds correspond to the assumption that the number of guessers in the sample reaches its maximum 
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whether responses are within а 5% range of accuracy 3 For 
recognition, we examine whether the correct response was 
chosen (we cannot correct for guessing at an individual 
level) and for deal spotting, we consider the difference 
between the 32 7% of responses that demonstrate good 
deal-spotting ability and the other responses We also run ап 
analysis in which we code, again with a binary variable, 
whether there was no deal spotting at all (14 1%) or some 
form of deal spotting (as with recognition, we cannot cor- 
rect for guessing at an individual level) We expect the 
answers of price-oblivious shoppers to be completely ran- 
dom, and therefore none of the independent variables should 
be significant 

To avoid multicollinearity problems ın our regressions, 
we run a factor analysis on the questionnaire items that mea- 
sure the consumer-level knowledge drivers of Hg to Hg (for 
details, see Appendix C) This yields the three factors we 
expected (1) in-store price information search, (2) across- 
store price information search, and (3) shopping trip budget 
We use the factor scores for these three factors in our analy- 
sis rather than the actual survey answers 

In our questionnaire, we also tried to assess the effect of 
memory recency (“When did you last purchase the cate- 
gory?") and salience (“Do you intend to purchase the cate- 
gory today?") These questions came at the beginning of our 
questionnaire because we believed that they could function 
as realistic memory cues for subsequent access to price 
knowledge 

In addition to our survey results, we have access to 
national panel data with the average brand loyalty indices 





3Although we report only one analysis of the recall results, we 
compared different approaches The results are not substantially 
different For example, a first analysis took absolute percentage 
ditferences as a dependent variable When we included all data, we 
obtained identical results to those reported with one difference 
Range was no longer significant This result was, however, influ- 
enced by several extreme outliers When we excluded the 196 most 
extreme outhers, there were no differences from the reported 
results 


per category, to control for switching behavior, and the aver- 
age purchase frequency for each category A priori, the 
effect of switching behavior might go either way On the one 
hand, if switching 1s motivated by price differences, fre- 
quent switching would indicate frequent processing of price 
information and therefore better knowledge On the other 
hand, frequent switching may also mean that consumers are 
exposed to many different prices, and therefore 1t would be 
more difficult for them to remember any given price accu- 
rately Regarding the other variables, we expect consumers 
to remember prices more accurately for products they pur- 
chased frequently and recently and for product categories 
that are more salient because they are on the current shop- 
ping list (a priming effect) 

Shopper demographics such as sex and age were mea- 
sured in the questionnaire and were used as control vari- 
ables However, they did not contribute to the model and 
were removed from the final analysis The parameter esti- 
mates for the final model we estimated are reported in Table 
4 

The results give several important insights about con- 
sumers' knowledge of prices First, none of the parameters 
1n the deal oblivion regression are significant except for the 
intercept. This shows that consumers who are oblivious to 
prices are that way regardless of the characteristics of the 
product category and regardless of their individual charac- 
teristics and shopping behavior Their knowledge 15 erratic 
and, as a result, their responses are random 

А second important finding is that, overall, the charac- 
teristics of product categories are significant predictors of 
price knowledge As predicted, approximate price recall and 
recognition аге worse for categories with a larger price 
range (H44, На) and more references (Над, Hsp) The results 
for price volatility on recall and recognition are also signif- 
icant but go against our predictions Price promotions арраг- 
ently make not only the promoted price but also the normal 
price better accessible to recall (H;) and recognition (H5) 
The hypotheses for the effect of price volatility (Нз) and 
range (Нас) are confirmed for deal spotting, but the parame- 


TABLE 4 


Logit Regressions of Drivers of Price Knowledge 
ese 


Accurate Within 5% 


Odds 
Estimate Ratio 
Intercept —4 56“ — 
Volatility (H4—H3) 1.17“ 321 
Range (Н,) —.89** 41 
Clutter (Hs) —1 32“ 27 
Frequency .09** 109 
Loyalty 08** 109 
Recency 04 104 
Salience 15 117 
In-store search (Hg) (Factor 1) 15* 1 16 
Across-store search (H;) (Factor 2) — 09 91 
Shopping budget (Ha) (Factor 3) 04 104 
Chi-square p= 0001 


"Significant at p= 05 
“Significant at p= 01 


Price Recognition 


Deal Recognition Deal Oblivion 


Odds Odds Odds 

Estimate Ratio Estimate Ratio Estimate Ratio 
—1 12“ — —1 56“ — —2 07* — 
49** 163 58* 178 — 36 69 

– 39" .68 – 40° 67 31 137 
– 62“ 54 —23 80 31 137 
02* 102 58* 1 79 — 46 62 
03" 103 01 101 01 99 

01 1 01 -05 95 — 11 89 
—05 95 — 01 102 34 141 
03 103 16“ 118 — 12 89 
09 109 02 102 — 01 100 

—02 98 05 105 — 01 100 

р= 02 р = 0075 р= 32 
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ter for category clutter 15 not significant (Нас), though и has 
the expected sign (see Appendix D) 

Although shopping frequency and brand loyalty are not 
measured at the level of the respondents but at the national 
level, these control variables are statistically significant 
Frequency has the sign we expected Recall and recognition 
are better for categories that have higher-than-average levels 
of brand loyalty Recency and salience were not significant 
predictors of price knowledge Therefore, being ın the store 
to buy the particular product does not by itself prime price 
knowledge, and the price of more recently purchased prod- 
ucts 1s not better accessible than that of products purchased 
1n the more distant past 

The price search measures also give some important 
results Probably the most surprising result 15 that people 
who claim to shop across different stores to “cherry pick" on 
the basis of price comparisons do not have better price 
knowledge, whatever measure we consider Also, shoppers 
for large households or with big shopping budgets are not 
more knowledgeable about prices, though they have most to 
gain financially from better knowledge We therefore reject 
Н; and Hg Finally, Hg, that consumers who engage ın ın- 
store comparisons of prices have better knowledge, 1s sup- 
ported by our tests on recall (Не) and deal spotting (Ha), 
but not on recognition (Не) 


Discussion of Results 


Summary 
Our research clearly shows that a large majority of con- 
sumers hold some sort of price information for frequently 
purchased products in memory Furthermore, for most peo- 
ple these memorized prices are not an accurate representa- 
tion of the last price seen but rather a sense of magnitude 
Either during. the encoding of price information or in 
between shopping occasions, there 1s some information loss 
that makes it difficult for consumers to recall or recognize 
actual prices («1546 of success) but that ıs fortunately not so 
large that consumers are incapable of spotting good deals 
when they see them (28596 of success) This may indicate 
that, when confronted with hundreds of weekly purchase 
decisions, consumers develop a heuristic device for dealing 
with the vast amount of information to be processed and that 
such a device provides consumers with the working knowl- 
edge necessary to make acceptable decisions (1 e , not pass 
up good deals or be taken advantage of through large price 
increases) We also have some evidence that prices are rep- 
resented 1n different forms 1n memory (sound sequences, 
photographic representations, senses of magnitudes) and 
that specific memory tasks require the ability to access the 
corresponding representation This implies that to obtain an 
accurate picture of price knowledge, future surveys should 
tap into the different forms of numerical memory through a 
combination of the appropriate questions 

Our analysis of the drivers of price knowledge indicates 
that frequent promotions make normal prices more memo- 
rable, which implies that when examining promotions, con- 
sumers pay attentton to the regular price of the goods pro- 
moted and can tell the difference between promoted and 
regular prices A wider range between high-priced and low- 
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priced items and a larger number of brands within a category 
seem to hamper price knowledge, possibly because these 
factors increase the complexity of the information that cus- 
tomers need to remember This may imply that in terms of 
memory organization, prices are not just linked to the 
respective brands but somehow are also related to the prod- 
uct category From a learning perspective, it 1s no surprise 
that more frequently purchased product categories and more 
loyalty to a brand lead to better price knowledge 

All these findings are related to the product category, 
which means that they can be directly applied by retailers 
for their pricing strategies This 15 not the case for shopper 
characteristics, for which retailers first must identify which 
type of customer they have in the store in order to adapt their 
price policies For these shopper characteristics, our most 
surprising result may be that the practice of cherry picking 
has no impact on price knowledge This can be tentatively 
explained by the increase 1n task complexity for cherry pick- 
ers For each product in their shopping basket, they keep 
either a different reference price for each of the stores they 
patronize or create a reference price from the aggregate of 
multiple sources of prices, which would likely reduce the 
precision and the actionability of their price knowledge A 
final finding on price knowledge drivers 1s that recency does 
not affect price knowledge, which supports Briesch and col- 
leagues’ (1997) claim that reference prices are generated 
over extended periods of time 


Implications for Retailers 


Previous research has warned managers in the retailing 
1ndustry against their tendency to overestimate the percent- 
age of consumers who search and respond to price informa- 
tion (e g , Urbany, Dickson, and Kalapural 1996) We find 
that cherry pickers for frequently purchased goods do not 
pose a major threat because their price knowledge is not dif- 
ferent from that of other shoppers Overall, shoppers 
demonstrate low accuracy in price knowledge, but they have 
the ability to detect attractive and unattractive prices. This 
lack of precise knowledge helps explain the results obtained 
by Hoch, Dréze, and Purk (1994) in their study of everyday 
low pricing (EDLP) versus Hi—Lo pricing In their article, 
they show that a change of plus or minus 1046 on regular 
prices has little impact on store sales This is consistent with 
our results, because our analysis indicates that only a small 
minority of consumers has the information necessary to 
notice such a small change in regular nonpromoted prices 
Therefore, consumers would be hard pressed to notice the 
change in regular price, but we can assume that they would 
still be able to notice the promotional activity. In short, this 
suggests that consumers do not know what Hi 15, but they 
can recognize Lo when they see it. In other words, as long 
as Hi does not increase to the point at which it can be rec- 
ognized as a bad price, sales will not be affected 

In addition to explaining the lack of performance of the 
EDLP format in Hoch, Dréze, and Purk's (1994) study, our 
findings are relevant to the work on interstore competition 
The important points here are that we did not find con- 
sumers to be proficient at remembering regular prices, but 
we found them to be proficient at spotting deals Further- 
more, they are better at remembering regular prices when 


prices are promoted often than when prices are promoted 
infrequently This indicates that 1t will be difficult for two 
EDLP stores to compete on price, because few consumers 
have the information necessary to make a valid store com- 
parison In contrast, two Hi-Lo stores can compete through 
promotions Furthermore, 1n a store format comparison, the 
credibility of EDLP prices 1s heightened by the presence of 
a Hi-Lo store, because the Hi-Lo store makes regular prices 
more salient 

In terms of in-store pricing, our findings indicate that 
consumers’ knowledge of price 15 category dependent The 
accuracy of knowledge depends on such factors as category 
clutter (1€ , the number of brands in a category), volatility 
(the frequency of promotions), and price range (the price 
difference between the highest-priced пет and the lowest- 
priced one) It follows that a retailer's pricing strategy 
should also be category dependent To obtain an image of 
offering low prices, a retailer should first focus on categories 
that facilitate price knowledge (low clutter, small price 
range, and frequent promotions), which should have lower 
prices than categories that make it more difficult to memo- 
rize and compare prices (high clutter, large price ranges, and 
infrequent promotions) The former group of categories will 
attract price-sensitive consumers to the store, whereas the 
latter will enable the retailer to maintain a reasonable over- 
all margin 


Price Knowledge and Reference Price 


In the introduction, we referred to reference prices in the 
context of choice models This stream of research conceptu- 
alizes reference price as the price knowledge residing in 
long-term memory that results from exposure to past prices 
Reference price 15, in the absence of direct measures of price 
memory, operationalized in choice models as some average 
of the history of actual prices Considered in this context, the 
measures of price awareness used in the present study can be 
viewed as an operationalization of reference price and are a 
step forward in the direct measurement of reference price 
However, what we lack in our survey 15 the act of choice, 
and therefore we cannot claim that our measures of price 
awareness are also measures of reference price We do not 
know 1f consumers would use the price they give in a recall 
or recognition question to make an actual price comparison 
In contrast, the deal-spotting questions require the intervie- 
wee to make a comparison between an observed price and 
some internal benchmark The deal-spotting question can 
therefore be considered a direct measure of reference price, 
though it remains a partial measure because it taps mainly 
into one of the three forms of memory for numbers, namely, 
the analogue magnitude code 

Although the link between our measures of price knowl- 
edge and the concept of reference price remains to be vali- 
dated, our research makes several contributions to the debate 
between reference price and price survey studies First, our 
study indicates that price surveys based on short-term recall 
reflect attention to prices and therefore have only indirect 
implications for reference price Such surveys will in most 
cases overestimate the level of long-term price knowledge in 
the marketplace Second, price surveys on long-term recall 
severely underestimate the amount of actionable consumer 


price knowledge, because they do not take into account 
memory representations that are only accessible to recogni- 
tron and recall Choice models can therefore detect refer- 
ence price effects even if price recall is inaccurate or unreli- 
able Although further validation is required, the two 
previous points can be considered a reconciliation between 
previous price surveys that show low price knowledge and 
reference price models that suggest a much higher price 
knowledge Third, reference price models that focus on ref- 
erence price zones instead of reference price points (е 2, 
Kalyanaram and Little 1994) represent more valid descrip- 
tions of the way the majority of consumers hold price infor- 
mation ın memory, because price zones represent deal- 
spotting ability, a form of price knowledge that 1s widely 
available in the market, and correspond to the magnitude 
code representation 


Limitations 


Before concluding this article, we must be cognizant of the 
shortcomings of the method we used First, our basic instru- 
ment 15 a survey that was administered at the start of a shop- 
ping trip and therefore needed to be as time-efficient as pos- 
sible To limit the survey’s length, we did not include some 
factors that probably are important determinants of price 
knowledge (e g, individual-level rather than market-level 
brand loyalty) In addition, environmental variables such as 
the level of market share, promotion, and advertising of the 
brands used in our study were not included in our analysis 
We only examined a small subset of the relevant knowledge 
drivers 

A second limitation is that each respondent answered, 
for a given product, a recall question, four deal-spotting 
questions, and a recognition question. This setup was essen- 
tial to examine to what extent the three corresponding forms 
of numerical memory are dependent or independent How- 
ever, it has the drawback that carryover effects from one 
question to another are possible, though the sequence of 
questions we adopted was the one that minimized these car- 
ryover effects The most important concern 15 that our esti- 
mate of recognition may be inflated. Respondents saw a 
sequence of four prices for deal spotting, and the average or 
midpoint of these prices (which was not stated itself) was 
the correct answer for the recognition question. Moreover, 
this correct answer was also the midpoint of the prices pre- 
sented in the recognition question. It is therefore possible 
that some respondents figured out our design, even though 
they did not receive any feedback on the accuracy of their 
responses 

This is an important concern, and we examined it ex post 
та new survey To obtain an upper-bound estimate of the 
possible bias of our design, we designed this new survey to 
maximize our respondents' chance of figuring out the logic 
in our price structure We administered our price knowledge 
questions to a group of people who could not have any idea 
of the actual prices of the products and therefore needed 
to rely entirely on logic to determine the best possible 
answer А total of 105 U S college students answered the 
deal-spotting and recognition questions for a four-pack of 
Danone Fruit Yoghurt, a six-pack of 1 5-liter bottles of 
Evian, and | kilogram of sugar The prices were stated in 
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French francs (the students were not told the current 
exchange rate between the U 5 dollar and the French franc), 
and the question pertained to French supermarkets (“Is the 
price shown a good, normal, or bad price for 1 kilogram of 
sugar in a typical French supermarket?") The actual survey 
instructions and the analysis of the answers are shown in 
Appendix E The answers from the store survey are signifi- 
cantly better than the results of the pure guess survey (p = 
0001) This indicates that the results obtained in the main 
survey are not due to logic-based inferences alone It does 
not, however, rule out that some guessing occurs, which 1s 
why we apply our correction factor to the store survey 
results for recognition, scaling down the correct response 
rate from 42 296 to 13 396 

That we restricted our sample to consumers who made 
most of their shopping trips at the participating retailer is a 
third limitation of our study We did so to increase the valid- 
ity of our comparison of the remembered prices to the actual 
store prices, but it would be interesting to record prices at a 
variety of stores and conduct the same study with a group of 
known cherry pickers to test whether they keep separate 
prices 1n memory for the separate stores We leave an 1n- 
depth analysis to further research, but nevertheless we 
attempted to verify the impact of this factor on our results 
One of our most surprising findings, that respondents who 
report across-store price comparisons do not have a better 
price knowledge than those who do not, could be due to our 
sample selection in that we may have insufficient variance in 
across-store shopping This is not the case. Because 19% of 
the respondent reported that they regularly shop in two 
stores, 19% ın three, and 22% ın more than three stores, lack 
of variance cannot be a concern Ап alternative explanation 
may be that the effect of cherry picking as such was attenu- 
ated by the effect of the other items that constituted the 
across-store search factor We therefore reran all our logit 
regressions and replaced Factor 2 first by the reported num- 
ber of stores visited and then by the item that measured 
cherry picking Neither of these variables had a significant 
effect In conclusion, the null effect of across-price search 
cannot be explained by biases introduced by our survey pro- 
cedure or our analysis 

A final limitation to keep in mind ıs that we estimated 
price knowledge for the Universal Product Code a respon- 
dent buys most often ın a product category Our results 
therefore should not be generalized to the respondent’s 
entire shopping basket 


Conclusion 


We showed in this study that the accuracy of consumers’ 
price knowledge depends on both the shopping environment 
(e g , category clutter, promotion activity) and consumers’ 
idiosyncrasies (eg, brand loyalty, in-store price search 
behavior) These findings are important to managers who 
make pricing decisions in a competitive multiproduct envi- 
ronment In addition, our distinction among the three forms 
of number representation in memory and our combination of 
the three corresponding measures (recall, recognition, and 
deal spotting) explain the apparent contradiction between 
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the observations made in price knowledge surveys (con- 
sumers have low levels of price knowledge) and those made 
1n reference price studies on scanner data (consumers' deci- 
sions indicate a high level of price knowledge) Although 
most consumers do not possess an accurate knowledge of 
price that permits accurate recall or recognition, they pos- 
sess a working knowledge of prices that 1s accurate enough 
for the consumers to make good purchase decisions This 
working knowledge, and not accurate price recall as such, 
may then be the driving force behind the reference price 
effects observed in choice models 


Appendix A: Formal Hypotheses 


H, The ability of a consumer to recall the price of an item 15 
negatively affected by the level of price volatility in the 
category in which the product belongs 

Н, The ability of a consumer to accurately recognize the price 
of an item is negatively affected by the level of price 
volatility ın the category ın which the product belongs 

H3 The ability of a consumer to spot a good or bad deal for a 
product (t e , recognize that a price cut of 20% 1s a good 
deal or that an increase of 20% 15 a bad deal) 1s positively 
affected by the level of price volatility ın the category in 
which the product belongs 

Нг The ability of a consumer to (a) recall a price, (b) accu- 
rately recognize a price, and (c) spot a good or bad deal on 
a product is negatively affected by the range of prices 1п 
the category to which the product belongs 

Hs The ability of a consumer to (a) recall a price, (b) accu- 
rately recognize a price, and (c) spot a good or bad deal on 
a product is negatively affected by the level of clutter in the 
category in which the product belongs 

Hg Consumers engaging in in-store price research will be bet- 
ter at (a) recalling and (b) accurately recognizing the price 
of an item and (c) spotting a good or bad deal on a product 
than those who do not 

H4 Consumers engaging ın across-store price search will be 
better at (a) recalling and (b) accurately recognizing the 
price of an item and (c) spotting a good or bad deal on a 
product than those who do not 

Hg Consumers who have large average basket sizes will be 
better at (a) recalling and (b) accurately recognizing the 
price of an item and (c) spotting a good or bad deal on a 
product than those who do not 


Appendix B: Deal-Spotting 
Guessing Corrections 


Probability of Guessing Right 


To correct for guessing in the deal-spotting question, we 
begin by assuming that a guesser will answer at random but 
will answer in a logical manner That is, a guesser will not 
decrease his or her valuation of a deal (ер, go from “nor- 
mal" to "bad") when presented with a price that is lower 
than the previous price Similarly, the guesser will not 
increase his or her valuation of a deal (e g, go Кот “пог- 
mal" to “good”) when presented with a price that 1s higher 
than the previous price 


Therefore, 1f presented a series of four increasing prices 
(—2096, –5%, 4596, +20%), a guesser who started with “bad” 
would be compelled to rate all four prices as “bad” In con- 
trast, a guesser who started with "good" could answer any of 
the ten following sequences 


1 Good Good Good Good 
2 Good Good Good Normal 
3 Good Good Good Bad 
4 Good Good Normal Normal 
5 Good Good Normal Bad 
6 Good Good Bad Bad 
7 Good Normal Normal Normal 
8 Good Normal Normal Bad 
9 Good Normal Bad Bad 
10 Good Bad Bad Bad 


Any other answer (e g , good, normal, good, bad) would be 
illogical and therefore 15 not considered in the analysis Of 
these ten possible guessing sequences, only four (sequences 
5, 6, 8, and 9) would be considered correct answers for the 
deal-spotting questions Guessing sequences 1, 2, 4, and 7 
are incorrect because they fail to recognize the +20% price 
as bad, guess 3 1s incorrect because it classifies +5% as a 
good deal, guess 10 15 incorrect because it classifies -5% as 
a bad deal 

To compute the probability of guessing sequences 5, 6, 
8, or 9, we need to recognize that the probability of guess- 
ing “good,” “normal,” or “bad” depends on the choice made 
on the previous answer “Good” will be guessed with a 1/3 
probability on the first guess or ІЁ the previous guess was 
“good”, it will be guessed with probability 0 if the previous 
guess was normal or bad (in an increasing sequence) Simi- 
larly, “normal” will be guessed with probability 1/3 on the 
first try or 1f the previous guess was “good,” with probabil- 
ity 1/2 ıt the last guess was “normal,” and with probability 0 
1f the previous guess was "bad" Finally, "bad" will be 
guessed with probability 1/3 on the first try or if the previ- 
ous guess was “good,” 1/2 if the previous guess was “nor- 
mal,” and 1 1f it was “bad” 

We can now compute the probability of sequence 5 
(good, good, normal, bad) as 1/3 x 1/3 x 1/3 x 1/2 = 1/54 
Similarly, sequence 6 is guessed with probability 1/3 x 1/3 x 
1/3 x 1 = 1/27, the result for 8 15 1/36 and that for 9 15 1/18 
Therefore, the probability of a correct guess 15 1/54 + 1/27 + 
1/36 + 1/18 = 13 9%, as illustrated graphically in Figure ВІ 


Probability of Being Deal Oblivious 


То be classified as deal oblivious, a respondent must answer 
“bad” for the first price ın an ascending sequence or “good” 
for the first price in a descending sequence As explained in 
the preceding section, the probability of either of these 
answers is 1/3 Given that half the series were ascending 
and the other half were descending, the probability for a 
guesser to be classified as deal oblivious is 1/3 x 1/2 + 1/3 x 
1/2 = 1/3 


FIGURE B1 
Guessing Probabilities for an Increasing 
Sequence 





1/1 


і 
Bad Bad Normal Bad Bad Normal 
1/18 1/36 1/27 1/54 


Notes Probability of correct guess 1/18 + 1/36 + 1/27 + 1/54 = 
13 97 


9% 


Probability of Reflecting Intermediate Deal- 
Spotting Abilities 


We classify as intermediate all shoppers who are neither cor- 
rect nor deal oblivious As was shown in the preceding two 
sections, the probability of being correct 15 13 9% and the 
probability of being oblivious ıs 33 3% This leaves 52 8% 
probability of being intermediate 


Upper and Lower Bounds on Deal-Spotting 
Abilities 


If everybody were guessing, we would find 13 9% correct 
answers, 333% deal oblivion, and 52 896 intermediate 
answers We observed 32 7%, 141%, and 532% These 
numbers are different enough to rule out the possibility that 
everybody was guessing But how many people truly knew? 
The observed 32 7% 1s an upper bound on the percentage of 
people who can spot a deal accurately, as some of our 
respondents must have hit on the right answers by chance 
Indeed, 13 9% of the guessers would have done so The 
question 15, What 15 the lower bound? To figure this out, we 
need to determine an upper bound on the number of 
guessers 

The upper bound on guessers ıs 42% Indeed, 1f 42% of 
the people guessed, they would yield 42% x 13 9% = 5 8% 
of correct answers, 42% x 33 3% = 14 1% of deal oblivion, 
and 42% x 52 8% = 22 2% of intermediate answers If there 
were more than 42% guessers, we would find more than 
14 1% deal oblivion, but we did not Thus, 42% 15 the upper 
bound on guessing This would yield 5 8% of correctly 
guessed answers Therefore, 32 7% — 5 8% = 26 9% 1s our 
lower bound on the true number of accurate deal spotters 
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APPENDIX C 
Factor Analysis of Consumer and Shopping Characteristics: Rotated Factor Pattern After Varimax 








Rotation 
Factor 1: Factor 2: Factor 3: 
In-Store Across-Store Shopping 
Price Search Price Search Trip Budget 
Do you pay attention to in-store promotions? 75 12 13 
Do you compare the flyers you find at the entrance of the 
store or in your mailbox? 71 29 07 
Do you like shopping at supermarkets? 57 — 18 —28 
How often do you shop at different stores to buy at the best 
possible price? 30 75 – 05 
Do you compare prices between different stores? 47 .64 — 01 
In how many supermarkets do you do your weekly shopping? -21 79 03 
How many members are there in your household? 10 02 80 
How much do you spend on average in this store? – 07 09 80 


p A a 
Notes The items appeared in a different order in the questionnaire. Loadings in boldface indicate the questions that load the highest on each 


factor 








APPENDIX D 
Summary of Hypothesis-Testing Results 
Effect on Effect on Effect on 
Price Recall Price Recognition Deal Spotting 
H,—Hg Category volatility Reverse Reverse Support 
H4 Price range Support Support Support 
Hs Category clutter Support Support No support 
Hg In-store price research Support No support Support 
Н; Across-store price research No support No support No support 
Hg Average shopping trip size No support No support No support 
Appendix E: Test of Carryover TABLE E1 


Effects: Survey Among College 
Students 


When asking the deal-spotting questions, we used series of 
prices that were either [—2096, –5%, 4-595, 2096] or [+20%, 
+5%, ~5%, –20%] off the regular prices When asking the 
price recognition question, we used the regular prices along 
with prices that were 10% below and 10% above regular 
prices The combination of these two questions may enable 
an astute interviewee who does not know prices to guess that 
the regular price is the middle price 1n the second question 

To test for this possible bias due to guessing ın the results, 
we ran the same questions using U 5 undergraduate students 
from a major West Coast school That is, we asked U 5 stu- 
dents questions about French prices in French francs Stu- 
dents were not told what the exchange rate from the dollar to 
the franc was Furthermore, this questionnaire was run on the 
last week of the fall semester (15 weeks) to ensure that stu- 
dents would guess the answer (it is unlikely that these students 
would have had a recent shopping experience in France) 

The survey began by asking the deal-spotting question 
for a four-pack of Danone Fruit Yogurt, starting with a price 
that was 20% below regular price and increasing to 20% 
above regular price Students were then asked the price- 
recognition question for the same product The questions 
were repeated for a six-pack of 1 5-liter bottles of Evian, but 
this time there was a decreasing price sequence for the deal- 
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Latin-Square Design of the Ex-Post Survey with 
Product Category (in Columns), Presentation 
Position (in Rows), and Price Level (in Cells) 


Danone Evian Sugar 
Left Regular —1096 +10% 
Middle +10% Regular —1096 
Right —1096 +10% Regular 


spotting question Finally, we concluded with the deal- 
spotting (decreasing sequence) and price recognition ques- 
tions for | kilogram of sugar 

The price recognition questions all used prices that were 
10% above, 10% below, and at regular price However, we 
rotated the order of the prices using a Latin-square design as 
shown in Table ЕІ The price that was picked the most often 
was not the middle price in terms of franc value but rather 
the price that was ın the middle visually (as opposed to the 
price on the left or the right) This center price was chosen 
in 41% of the cases (significantly different from random 
choice at p = 002) This center bias does not concern us for 
the store survey, as we took care to rotate the order of the 
prices in the store survey 

A comparison of the results from both surveys shows 
that the answers from the main survey are significantly bet- 
ter than the results of the pure guess survey (p = 0001) This 


indicates that the results obtained in the main survey are not 
due to guessing alone However, it does not rule out the pos- 
sibility that some guessing occurs, which 1s why we apply 


our correction factor to the survey results, scaling down the 
correct response rate from 42 2% to13 3% 


ee 
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Christian Homburg, Wayne D. Hoyer, & Martin Fassnacht 


Service Orientation of a Retailer's 
Business Strategy: Dimensions, 
Antecedents, and Performance 

Outcomes 


Augmenting products with services is a major way retailers have of gaining differentiation in today's competitive 
market Despite its importance, this topic has received relatively little research attention. Unlike previous research, 
this study adopts a more comprehensive perspective on retail services by examining three important research gaps 
related to a service-oriented business strategy First, the authors elaborate on the dimensions of a service-oriented 
business strategy and introduce a new measure of this strategy Second, the authors examine the antecedents of 
a service-oriented business strategy In practice, there appears to be considerable variability in terms of the extent 
to which retailers demonstrate a service orientation, but there is a major gap in the understanding of what factors 
influence this orientation Third, the authors investigate the neglected link between a service-oriented business 
strategy and performance outcomes To examine these three important areas, the authors conducted an empirical 
study of clothing and furniture retailers in both the United States and Germany This study provides evidence for 
the proposed conceptualization of a service-oriented business strategy The authors also find that the investigated 
antecedents account for some variance of a service-oriented business strategy, which in turn positively affects 
company performance in the market and thereby profitability Furthermore, the authors discuss several important 


research issues as well as managerial implications and future research avenues 


highly competitive This requires that the retailer gain 

some form of differential advantage Unfortunately, 
retailers often offer the same assortments at similar prices 
and have identical operating hours, and location is not as 
important as ıt used to be (Hummel and Savitt 1988) 
Against this background, the predominant way for retailers 
to differentiate 1s increasingly to pursue a service-oriented 
business strategy (Ellis and Kelley 1993, Wortzel 1987) In 
support of this view, Berry (1986, р 3) stresses that "retail 
businesses are services businesses " Despite its importance, 
this topic has been given little attention in the academic ht- 
erature In his comprehensive review article, Mulhern (1997, 
р 111) comes to the conclusion that “very little research has 
addressed the service aspects of retailing” Although there 
has been a large body of research in the context of services 
in general, this research typically focuses on settings in 
which the service 1s the core offering (Fisk, Brown, and Bit- 
ner 1995) In the case of retailing, services are designed 


| 1s widely recognized that today’s retail environment 15 
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more to augment the core offering or add value rather than 
represent the core offering itself ! 

Given this general void in the literature, we approach 
retail services as a strategic perspective by focusing on the 
service orientation of a retatler’s business strategy If a 
retailer decides to strategically augment its products with 
services, ıt 1s essential that the retailer make this change sys- 
tematically, with a long-term ortentation We therefore 
examine three important research gaps related to a service- 
oriented business strategy 

The first research gap 1s related to the content of a 
service-oriented business strategy (Varadarajan and Jay- 
achandran 1999) Although the notion of a service-oriented 
business strategy has been discussed in the literature, previ- 
ous research has not defined the scope of such a strategy A 
key goal of the current study therefore 15 to identify the strat- 
egy’s important dimensions As depicted in Figure 1, there 
are two levels at which a service orientation can be concep- 





"Тһе limited and fragmented research on retail services focuses 
on specific areas such as quality issues and store image Most of 
the quality-related literature involves the measurement of retail ser- 
vice quality, and these studies have generally adapted the 
SERVQUAL scale (Parasuraman, Zeithaml, and Berry 1988) to a 
retail store environment (e g , Dabholkar, Thorpe, and Rentz 1996, 
Finn and Lamb 1991) Most of the image-related hterature focuses 
on retail services as one component that constitutes retail store 
image (e в. Mazursky and Jacoby 1986, Steenkamp and Wedel 
1991) 
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FIGURE 1 
Perspectives of Service Orientation 
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tualized On the one hand, a service ortentation can be exam- 
ined at the individual level In this research stream, a service 
orientation 15 treated as a personality measure whereby cer- 
tain people are more service oriented than others Examples 
of studies in this area are presented 1n Figure 1 

On the other hand, it 1s also important to examine a зег- 
vice orientation at the organizational level According to 
Lytle, Hom, and Mokwa (1998, p 456), “Scholars and busi- 
ness executives have become increasingly interested in the 
concept of an organizational service orientation" Two dif- 
ferent perspectives can be distinguished at this level First, 
service orientation can be examined in terms of internal 
organizational arrangement parameters, which involve inter- 
nal design characteristics such as the organizational struc- 
ture, climate, and culture (е g , Bowen, Siehl, and Schneider 
1989, Lytle, Hom, and Mokwa 1998, Schneider, Wheeler, 
and Cox 1992) 

Second, a service orientation can be applied to a busi- 
ness strategy In contrast to the internal perspective, the ser- 
vice orientation of a business strategy is more externally 
focused because it 1s related to the extent to which services 
are an important element of the firm's marketing strategy As 
we have argued, adopting a service-oriented business strat- 
egy can be a key way for retailers to perform effectively in 


today's competitive environment This requires that retailers 
more intensively focus their attention on services on a strate- 
gic level A key gap in our knowledge, however, 1s related to 
the dimensions that constitute а service-oriented business 
strategy When a retailer adopts a service-oriented business 
strategy, several important strategic decisions must be made 
Therefore, we attempt to clarify conceptually what these 
decisions are То the best of our knowledge, our study is the 
first to conceptually and empirically address the issue of a 
service-oriented business strategy and therefore fills an 
important research gap 

The second research gap 1s related to the apparently con- 
siderable variability ın the extent to which retailers adopt a 
service-oriented business strategy Therefore, research is 
needed to systematically explain some of this variance One 
perspective in the strategy literature that has been useful in 
understanding the nature of organizational strategy 1s con- 
tingency theory (Hambrick 1983, Zeithaml, Varadarajan, 
and Zeithaml 1988) One key aspect of this theory ıs that to 
gain an understanding of a business strategy, it 1s important 
to specify its antecedents A basic proposition of contin- 
gency theory is that strategic orientations depend systemati- 
cally on certain environmental and organizational variables 
By looking at antecedents of a service-oriented business 
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strategy, we adopt a strategy-formulation perspective (Gins- 
berg and Venkatraman 1985) that deals with the impact of 
external and internal antecedents on the content of strategies 

The third research gap deals with the question of whether 
a service-oriented business strategy pays off in terms of 
company performance (both nonfinancial and financial) 
Contingency theory also supports the relevance of this ques- 
tion by proposing that adaptation to external and internal 
antecedents can lead to higher company performance out- 
comes (Zeithaml, Varadarajan, and Zeithaml 1988) A sig- 
nificant strategy research stream has investigated whether 
certain types of business strategies increase company perfor- 
mance (е g , Capon, Farley, and Hoenig 1990, Pearce, Rob- 
bins, and Robinson 1987) However, studies linking a 
service-oriented business strategy to performance have been 
notably lacking Although it ıs generally believed that retail 
services can have a positive impact on company perfor- 
mance (e g , Judd and Vaught 1988, Morey 1980), studies 
are needed to empirically verify this important assumption 

Emptrically investigaung whether a service-oriented 
business strategy affects company performance 1s extremely 
important, because strongly pursuing this type of strategy 
implies significant costs for retailers (e g , costs for service 
personnel) In some cases, there may be a concern that these 
costs could outweigh the financial benefits associated with a 
service-oriented business strategy In other words, although 
retailers often acknowledge that a service-oriented business 
strategy can lead to higher profits, they may be afraid to 
apply this strategy because of a concern that significant 
costs may reduce profits Therefore, 1t 1s far from obvious 
that a service-oriented business strategy pays off in terms of 
financial company performance 


Research Framework 


As shown 1n Figure 2, our overall framework addresses the 
three research gaps mentioned previously the content of a 
service-oriented business strategy, its antecedents, and its 
consequences 


Focal Construct 


The key construct of the present study 1s that of a service- 
oriented business strategy On the basis of strategy theory 
and research, we argue that the service orientation of a busi- 
ness strategy should be defined in terms of three dimen- 
sions (1) the number of services offered, (2) how many cus- 
tomers these services are offered to (broadness), and (3) how 
strongly these services are emphasized 

The number of services itself 1s one important facet 
Logically, retailers that are not service-oriented offer few or 
no services However, as a service orientation increases, 
retailers should offer more services Thus, all other things 
being equal, a retailer that offers more services would be 
considered more service oriented In the strategy literature, 
the number of offerings has been identified as a key strate- 
gic decision (Aaker 1998, Miller 1987, Murray 1988) 
Because retailers offer both products and services, they must 
decide not only which products they will offer but also the 
number of services that will accompany them In support of 
this view, Anderson and Narus (1995, p 76) state that “man- 
agers should analyze their services and decide which must 
be offered " 

Furthermore, retailers must decide to whom they should 
offer these services This facet of a service-oriented busi- 
ness strategy 1s termed broadness and relates to the number 


FIGURE 2 
Framework 
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of customers to whom the services are offered Offering 
services to only a limited number of customers reflects spe- 
cial treatment for a certain group and is not an indication of 
an overall service-oriented business strategy Therefore, we 
argue that, all other things being equal, providing services 
to a greater number of customers reflects a higher service- 
oriented business strategy In strategy research, the decision 
as to how many customers are served 1s considered a key 
strategic decision (Day 1990, Hambrick 1983, Miller 
1987) This notion ts also consistent with that of Porter 
(1985), who considers the scope of activity to be a key 
strategic decision—offering a given number of services to 
many customers (a broad target) or to few customers (a nar- 
row target) 

Finally, although retailers can offer many services to a 
large number of customers, these services must also be 
emphasized for the firm to be strongly service oriented The 
emphasis placed on service is the degree to which a retailer 
actively offers services to customers In other words, some 
retailers may stress services, whereas others may offer ser- 
vices only if customers explicitly ask for them The impor- 
tance of this variable 15 also highlighted in both the retailing 
and industrial marketing areas (Morris and Davis 1992) In 
particular, in the retailing area, Dotson and Patton (1992) 
suggest that emphasizing services actively to customers is a 
crucial factor for a firm to be more service oriented Fur- 
thermore, Wright, Pearce, and Busbin (1997) use this vari- 
able to differentiate between two strategic groups Ап 
emphasis on services also identifies companies that have 
clearly recognized that they offer services as well as the core 
product offering (Bowen, Siehl, and Schneider 1989) 

Thus, although there has not been formal theory or 
research on the dimensions of a service-oriented business 
strategy, the literature suggests that each of these dimen- 
sions represents a key strategic decision. Furthermore, we 
propose that no one dimension alone captures the concept of 
а service-oriented business strategy All three are needed to 
represent this construct 

Conceptually, a highly service-oriented business strat- 
egy would require a retailer to perform highly on all three 
dimensions If a retailer is high in number and broadness but 
low ın emphasis, this retailer ıs demonstrating a reactive ort- 
entation regarding services that is not consistent with а 
highly service-oriented business strategy Being high in 
number and emphasis but low in broadness would be con- 
sidered exclusive treatment for a limited set of customers 
rather than a highly service-oriented business strategy Sim- 
ilarly, being high tn emphasis and broadness but low in num- 
ber of services could be termed a focused service-oriented 
behavior If one or more of the three dimensions 1s low, the 
retailer is not pursuing a highly service-oriented business 
Strategy Therefore, we argue that a company exhibits a 
highly service-oriented business strategy only if all three 
dimensions are high 


Categories of Antecedents 


As we have argued, one perspective that has been useful 
1n the understanding of the nature of organizational strat- 
egy 15 contingency theory А basic proposition of this the- 


Ory 15 that strategic orientations depend systematically 
on certain environmental and organizational variables 
Hofer (1975) groups these variables into several classes, 
including the environment, competitors, market and con- 
sumer behavior, and organizational characteristics. and 
resources. 

Therefore, on the basis of contingency theory, we 
identify three categories of antecedents that may influence 
the adoption of a service-oriented business strategy (1) 
aspects of the external environment that may either 
enhance or detract from the store being service oriented 
(including competitors), (2) internal aspects of the store 
(including organizational characteristics and resources), 
and (3) characteristics of the store's customers Figure 2 
presents a framework that identifies the variables within 
each of these categories that are likely to play a key role 
in determining the level of a service-oriented business 
strategy Although a wide variety of variables could be 
meaningful for the understanding of a service-oriented 
business strategy, we restrict our study to several variables 
that have the strongest theoretical support These are dis- 
cussed in more detail in the "Hypothesis Development" 
section 


Performance Outcomes 


In the effort to understand whether a service-oriented busi- 
ness strategy pays off, it 1s also important to examine its link 
to performance outcomes In terms of performance out- 
comes, we make an important distinction between nonfinan- 
cial and financial company performance measures (Bharad- 
waj, Varadarajan, and Fahy 1993, Srivastava, Shervani, and 
Fahey 1999) Nonfinancial company performance is related 
to the effectiveness of an organization's marketing activities 
and includes variables such as customer satisfaction, cus- 
tomer loyalty, customer benefit, and market share (Menon, 
Bharadwaj, and Howell 1996, Morgan and Piercy 1996) 
Financial company performance essentially is related to 
profitability measures including return on sales, return on 
investment, and return on assets (Chakravarthy 1986) 

Previous research supports the notion that nonfinancial 
performance leads to improved financial performance (Rust, 
Zahorik, and Keiningham 1995) However, the understand- 
ing of whether marketing strategy activities affect the com- 
pany’s financial performance 15 still at a less-than-desirable 
level According to Srivastava, Shervani, and Fahey (1998, 
p 4), “In the absence of a strong understanding of the 
marketing-finance interface, marketing professionals can- 
not but have great difficulty in assessing the value of mar- 
keting activities. This, in turn limits the investment in mar- 
keting activities” This point 15 also echoed by Webster 
(1981) 


Hypothesis Development 


Environmental Characteristics 


Competitive intensity in the local market Competitive 
intensity refers to the level of competition the retailer must 
face in its immediate trading area and is one key driver of 
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strategic decisions that 1s identified by contingency theory 
(Hall 1980, Miller 1987) Specifically, competitive intensity 
1s related to the number of local competitors, the frequency 
of using certain marketing techniques (е 2, advertising, 
pricing activities) to gain market share, the number of com- 
petitors using these techniques, and the intensity of usage of 
these techniques (Jaworski and Kohli 1993, Slater and 
Narver 1994) 

In highly competitive environments, organizations 
need to be more attentive to the changing needs of cus- 
tomers in the marketplace (Lusch and Laczniak 1987) 
Adopting a service-oriented business strategy 1s one of the 
key ways firms can accomplish this (Lytle, Hom, and 
Mokwa 1998) That 15, services represent a way of fulfill- 
ing customer needs more thoroughly than the product 
alone, thereby providing additional customer value (Gron- 
roos 1997) In addition, a service-oriented business strat- 
egy 15 a key for building strong customer relationships and 
reducing customers’ responses to competitive marketing 
efforts (Homburg and Garbe 1999) This 1s particularly 
critical when competitive intensity is high, because there 15 
a greater degree of competitive marketing activity that 
aims at breaking up existing competitors’ customer rela- 
tionships Organizations that provide superior customer 
value will build loyalty and commitment and reduce the 
customers’ motivation to shop around Furthermore, when 
competitive intensity 1s high in the local market, the 
retailer 15 typically under greater pressure to differentiate 
from the competition than when competition 15 lower 
Having a service-oriented business strategy rather than a 
classical focus on merchandise and prices 15 also a key 
way of providing this differentiation (Hummel and Savitt 
1988) As Ohmae (1982) has emphasized, competitive dif- 
ferentiation must be based on some form of competitive 
advantage One of the requirements of a competitive 
advantage 1s sustainability This means that there must be 
some level of protection against fast imitation by competi- 
tors This requirement is especially met by services, 
because they are delivered through people and are there- 
fore difficult to imitate Therefore, the following hypothe- 
sis 15 offered 


H, The higher the competitive intensity 1n the local market, 
the higher 15 the service orientation. of the business 
strategy 


Local retail innovativeness Local retail 1nnovativeness 
refers to the extent to which competitors in the local market 
adopt new merchandising or service ideas This is similar to 
the construct of orgamzational innovativeness, which refers 
to organizations that exhibit innovative behavior over time 
(Subramanian and Nilakanta 1996, Wolfe 1994) Note that 
this is а multi-item construct that refers to the number of 
innovations adopted, the time of adoption, and the consis- 
tency of adoption over time 

Empirical strategy research based on contingency the- 
ory has consistently suggested that the level of dynamism 
in the environment created through innovativeness is a key 
driver of a company's strategic decisions (Miller 1988, 
Miller and Droge 1986) In highly innovative environ- 
ments, there is greater pressure for individual retailers to be 
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innovative In contingency theory terms, this means that 
there 1s a greater need for firms to adapt to the environment 
Given the classical merchandising orientation. of many 
retailers (Mulhern 1997), one promising way for a firm to 
innovate is by adopting a service-oriented business strategy 
Therefore, 


Н, The higher the local retail innovativeness, the higher is the 
service orientation of the business strategy 


Store Characteristics 


Of the many possible store characteristics, the present 
study focuses on a customer versus product orientation, the 
relative quality level of merchandise, the relative choice of 
merchandise offers, and the number of full- and part-ume 
employees With reference to store characteristics, the 
issue arises whether these variables should be conceptual- 
ized as antecedents of a service-oriented business strategy 
An alternative view would be to consider them either 
together with a service-oriented business strategy as stmul- 
taneous facets of an overall retail strategy or as the conse- 
quences of a service-oriented business strategy In this 
study, we chose to conceptualize store characteristics as 
antecedents of a service-oriented business strategy for sev- 
eral reasons 

Treating merchandise-related decisions such as the qual- 
ity and choice of merchandise as antecedents is relatively 
straightforward Historically, merchandise-related decistons 
have been at the core of strategy making in retailing compa- 
nies (Berry, Gresham, and Millikin 1990, Mulhern 1997) 
However, ın the case of other store characteristics, such as 
customer orientation and the number of full- and part-time 
employees, the direction is less clear. Specifically, although 
these variables could be viewed as either antecedents or con- 
sequences of a service-oriented business strategy, already 
having a customer orientation. or а greater number of 
employees could increase a firm's probability of adopting a 
service-oriented business strategy In other words, these 
variables certainly can be antecedents of a service-oriented 
business strategy Furthermore, research in the strategy area 
shows that strategic decisions ın companies аге made 
sequentially and past strategic decisions set the frame for 
and influence subsequent strategic decisions (Bowman and 
Hurry 1993, Rajagopalan and Spreitzer 1996) Because 
adopting a service-oriented business strategy in cases in 
which services augment products 1s a fairly recent strategic 
development, the possibility exists that earlier decisions 
regarding customer ortentation and the number of employ- 
ees will influence the decision to adopt a service-oriented 
business strategy Against this background, we treat store 
characteristics as antecedents of a service-oriented business 
strategy 


Customer orientation. Customer orientation refers to the 
extent to which salespeople practice the marketing concept 
by helping their customers make purchase decisions that 
will satisfy the customers’ needs (Saxe and Weitz 1982, 
Siguaw, Brown, and Widing 1994) Thus, the firm focuses 
more on a commitment to customers and their needs rather 
than the product itself This involves activities such as creat- 


ing customer value, understanding customer needs, and 
focusing on customer satisfaction (Narver and Slater 1990) 

Retail organizations that monitor and are sensitive to 
customer needs will take active steps to fulfill those needs 
As mentioned previously, customer service 1s a key way of 
accomplishing this goal (Liu and Davies 1997, Narver and 
Slater 1990) Furthermore, customer service, in addition to 
products, can be a source of customer value (Gronroos 
1997) Customer-oriented companies can create “benefit 
bundles” that comprise products and value-added services 
Thus, services represent a key way of delivering customer 
value for these compantes Therefore, 


Нз The stronger the customer onentation, the higher 15 the 
service onentation of the business strategy 


Relative quality level of merchandise Retail outlets 
often vary in terms of the quality of the merchandise they 
carry, and this has been found to be an important factor in 
determining store image and attitudes among customers 
(eg, Mazursky and Jacoby 1986) When consumers pur- 
chase high-quality items (which are also typically higher in 
price), they also expect a higher level of service to accom- 
pany the product These services add value to these high- 
quality items (Garvin 1984) In contrast, low-quality items 
are typically sold with a low price/low cost orientation in 
mind One of the key ways firms lower costs and thus prices 
1s to restrict the number or broadness of services offered or 
emphasize them less Therefore, 


На The higher the relative quality level of merchandise, the 
higher 15 the service orientation of the business Strategy 


Relative choice of merchandise offers The relative choice 
of merchandise offered refers to the difference between a 
store and its most important competitors in terms of the 
assortment or variety of merchandise offered This includes 
the number of stockkeeping units, the number of different 
merchandise categories, and the amount of merchandise in 
stock Thus factor has also been a key factor in determining 
store attitudes (e g , Samli, Kelly, and Hunt 1998) 

When a greater amount of merchandise 1s offered, it 1s 
more difficult for firms to service these items (Lee and Tang 
1997) Even if a firm wants to stress both products and ser- 
vices, it 1s often difficult to do so, and trade-offs must be 
made Organizations that try to perform too many tasks 
often become too complex and inefficient (Child et al 
1991) Furthermore, having a large assortment of merchan- 
dise requires heavy marketing activity directed toward the 
products rather than the services In other words, a large 
product assortment biases a retailer toward a product orien- 
tation As a result, a service-oriented business strategy is less 
likely Organizations are limited in terms of the amount of 
complexity they can handle or deal with at any point in time, 
and they are most likely to focus on the aspects that are most 
critical at the time This notion ts similar to the concept of 
attention allocation in the psychological literature Paying 
attention to one particular aspect means taking away atten- 
tion from others because of limitations on processing ability 
(Kahneman 1973) Therefore, 


H; The higher the relative choice of merchandise otters, the 
lower 15 the service orientation of the business strategy 


Number of full- and part-time employees According to 
Berry, Gresham, and Millikin (1990), a retailers ability to 
adopt a service-oriented business strategy 1s contingent on 
the human resources that are available in the store Compa- 
nies that augment their products with services must have 
personnel who are capable of dealing with the many cus- 
tomer interactions that а service-oriented business strategy 
involves Specifically, having a greater number of such 
employees would enable a retailer to offer more services to 
a greater number of customers with a stronger emphasis In 
particular, full-time employees are more likely than part- 
time employees to fulfill this role In other words, full-time 
employees should provide more consistent service delivery 
and have more commitment than employees who are there 
for only a short period of time Full-time employees will 
have more contact time with customers because of their 
higher availability Thus, full-time employees—as the pri- 
mary link between the retailer and its customers—play an 
important role in the formation of long-term retailer 
customer relationships (Weitz and Bradford 1999, Wotruba 
1991) Taking all this together, having a greater number of 
full-time employees will enable a retailer to have a higher 
service-oriented business strategy 

In contrast, part-time employees are less likely to fulfill 
the requirements of service interactions Because these 
employees spend less time in the store (because of shorter 
working hours) and may have a lower commitment to the 
store’s customers, they should be less effective in delivering 
services than full-time employees are Less time in the store 
also makes it more difficult for these employees to build 
strong customer relationships, because they have fewer con- 
tacts with customers Part-time employees аге typically paid 
less than full-time employees, and this should reduce their 
motivation to serve customers compared with that of full- 
time employees Furthermore, emphasizing services to a 
broader number of customers requires permanent training 
activities, which are less likely to be given to part-time 
employees Taking all this together, 1t should be more diffi- 
cult to adopt a service-oriented business Strategy when there 
1s a large number of part-time employees Therefore, we 
offer the following 


Hg The greater the number of full-time employees, the higher 
15 the service orientation of the business strategy 


H; The greater the number of part-time employees, the lower 
15 the service onentation of the business strategy 


Customer Characteristics 


Price consciousness. Price consciousness is defined as 
the degree to which the store's average customers focus pre- 
dominantly on paying low prices (Lichtenstein, Ridgway, 
and Netemeyer 1993) Adopting a service-oriented business 
strategy raises a retailer’s costs in terms of personnel, train- 
ing, design of services, monitoring of service quality, and so 
on Firms typically cover these costs by raising the price to 
the customer Therefore, adopting a service-oriented busi- 
hess strategy 1s more likely to occur when customers are less 
price conscious 

In contrast, when the majority of a store’s customers аге 
perceived as price conscious by the management, the retailer 


Retailers’ Service Orientation / 91 


1s more likely to adopt а low-price orientation. In other 
words, the retailer must find ways to lower costs in order to 
meet the low price demands of customers One of the key 
ways of doing so 15 to minimize the level of service-oriented 
business strategy Therefore, 


Hg The greater the customers’ рпсе consciousness, the lower 
1s the service orientation of the business strategy 


Time pressure when shopping Time pressure when shop- 
ping reflects the customer’s time availability and thus time 
costs (Srinivasan and Ratchford 1991) In today’s world, 
consumers engage in many different activities that place 
severe demands on their time Time pressure when shopping 
is high when customers have less time to shop because of the 
pressure to perform competing activities (Dickerson and 
Gentry 1983, Eroglu and Machleit 1990) Research has 
shown that time pressure can have a negative impact on 
information search (Srinivasan and Ratchford 1991) as well 
as the ability to make intended purchases and impulse pur- 
chases and switch brands (Park, Iyer, and Smith 1989) 

One way for retailers to help time-pressured customers 
1$ to provide and actively emphasize services that help cus- 
tomers save time and that make the shopping process easier 
(eg, pickup of merchandise at the customers’ home for 
repair and maintenance) Therefore, when retail managers 
perceive that a large share of their customers is under time 
pressure, they should be motivated to adopt a service- 
oriented business strategy Therefore, 


Но The higher the customers' time pressure when shopping, 
the higher 15 the service orientation of the business strategy 


Performance Outcomes 


Company performance in the market As previously 
argued, services can be a source of customer value in addi- 
tion to products (Gronroos 1997, Wilkie and Moore 1999) 
Therefore, retailers that pursue a service-oriented business 
strategy can create "benefit bundles" that comprise products 
and services Furthermore, because services are delivered by 
employees to customers, personal relationships can be 
developed Thus, retailers that pursue a service-oriented 
business strategy can build long-lasting relationships with 
customers (Dwyer, Schurr, and Oh 1987, Heide and John 
1990) Building relationships is generally viewed as leading 
to nonfinanctal performance outcomes such as customer sat- 
tsfaction and loyalty and building a positive store image 
(eg, Anderson and Narus 1990, Garbarino and Johnson 
1999) In addition, through the personal encounters between 
employees and customers, a retailer can obtain important 
information from the customers that it can use to increase 
the benefits provided to the customer (Berry and Parasura- 
man 1997) Against this background, we hypothesize the 
following 


Hio The higher the service orientation of the business strategy, 
the higher 1s the company pertormance in the market 


Financial performance In general, previous studies 
have found a positive lınk between customer satisfaction (a 
market-related performance outcome) and the company's 
profitability (Anderson, Fornell, and Lehmann 1994, Ander- 
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son, Fornell, and Rust 1997) It has also been empirically 
shown that customer loyalty can increase organizational 
profitability through the absence of acquisition costs, lower 
operating costs, higher price tolerance, and referrals 
(Kalwani and Narayandas 1995, Loveman 1998, Reichheld 
and Sasser 1990) Furthermore, several studies (Buzzell and 
Gale 1987, Szymanski, Bharadwaj, and Varadarajan 1993) 
have found that, on average, market share has a positive 
effect on business profitability Therefore, the following 
hypothesis 15 offered 


Ну The higher the company performance in the market, the 
higher 15 the company profitabihty 


Method 


Respondents 


Data were collected by means of a survey questionnaire, 
which was sent to 1410 retail store managers 1n both the 
United States and Germany In total, 411 were returned, for 
a response rate of 29 1% Of these, 245 were from Germany, 
and 166 were from the United States 

We sampled two retail industries 217 questionnaires 
were from clothing stores (139 from Germany and 78 from 
the United States), and 194 were from furniture stores (106 
from Germany and 88 from the United States) We selected 
the clothing and furniture industries for the study because of 
the variety of services offered ın these industries Also, to 
make the project manageable and to enable the employment 
of the same questionnaire (16, containing the same соп- 
structs and measures), we needed to narrow the focus of the 
study to certain industries. For clothing retailers, we ran- 
domly sampled from men's clothing, boys' clothing and fur- 
nishings shops, women's clothing shops, and family cloth- 
ing shops (Standard Industrial Classification codes 5611, 
5621, and 5651) Furniture shops were also randomly sam- 
pled (Standard Industrial Classification code 5712) 

Note that the key focus of this research is to understand 
the extent to which there 15 a strategic orientation toward 
services at the store level Because strategic decisions are 
driven by managers’ perceptions of the environment’s, cus- 
tomers', and store's characteristics, the constructs are exam- 
ined on the basis of managers’ perceptions rather than cus- 
tomers’ Although customers’ perceptions of retail services 
are examined in several other studies (е 2, Dabholkar, 
Thorpe, and Rentz 1996, Finn and Lamb 1991), the specific 
focus of our study is to provide a different perspective 
focused on the managerial view of a business strategy 

Note also that the unit of analysis is the individual store 
rather than a company This level of analysis is chosen 
because it enables both individually owned stores and large 
chain stores to be included in the sample 2 Furthermore, 





2We were concerned that some store managers may not have 
decision-making authority However, from our data, we find that, 
when asked this question, 67% of store managers stated that they 
were completely independent Another 26% said they needed to 
respect very general rules but were essentially independent Only 
two managers indicated that they receive straight directions from 
headquarter organizations or have almost no decision-making 
authority 


even when chain stores are sampled, there 15 generally some 
autonomy or individual decision-making authority at the 
store level, even 1f there must be coordination with the orga- 
nization's headquarters 


Questionnaire Development and Pretesting 


Standard psychometric scale development procedures were 
followed (Gerbing and Anderson 1988) When possible, 
multi-item scales were generated on the basis of previous 
research on the constructs of interest In cases in which no 
previous scales or items existed, the developed items were 
based on conceptual definitions 

The questionnaire was designed in English To ensure 
translation equivalence, one bilingual person translated the 
questionnaire into German, and a second back-translated it 
into English (Douglas and Craig 1983) The original and 
back-translated versions were compared for conceptual 
equivalence, and translation was refined when necessary 
The resulting English and German versions were then 
pretested and further refined on the basis of feedback from 
ten store managers in each country The managers were also 
asked to comment if they offered other services that were 
not listed in our survey 


Data Collection 


A random sample of store and manager names was acquired 
from commercial database providers in both the United 
States and Germany Each store manager was then contacted 
by telephone and asked to participate in the survey Ques- 
tionnaires were immediately sent to those who agreed to 
participate As an incentive to participate, managers were 
told that they would receive a specially tailored report on the 
state of services 1n their industry Furthermore, to increase 
the response rate, follow-up telephone calls were made to 
those who had agreed to participate but had not yet returned 
the questionnaire 

We tested for nonresponse bias by comparing early and 
late responders on all constructs Most of the late responders 
had responded only after the follow-up telephone calls We 
found no significant differences between the two groups 
Therefore, there 15 evidence that nonresponse bias was not a 
problem with these data 


Configurational and Metric Equivalence 


To determine whether the U 5 and German samples could 
be combined for subsequent assessment procedures, we 
tested whether configurational and metric invariances are 
supported for the multi-1tem constructs measured by reflec- 
tive indicators (Steenkamp and Baumgartner 1998) Config- 
urational invariance implies that the factorial structure 
underlying a set of observed measures 15 the same across 
groups A stronger test of invariance 15 metric invariance, 
which implies that the units of measurement or scale inter- 
vals are equivalent across groups 

As recommended by Steenkamp and Baumgartner 
(1998), we used multiple-group confirmatory factor analysis 
to test for configurational and metric equivalence The 
results indicated that full configurational and partial metric 
invariances are supported (for each construct, at least two 
items are metric invariant), which enabled us to combine the 


US and German samples for subsequent assessment In 
addition, we ran analyses for configurational and metric 
invariance across the two retail industries applying multiple- 
group confirmatory factor analysis The results of this analy- 
sis indicated that full configural and partial metric mvari- 
ance was supported, which enabled us to combine data from 
the furniture and clothing industries 


Assessment of Antecedent Measures 


The complete list of antecedent measures is reported in the 
Appendix Table 1 lists summary statistics for the measure- 
ment scales using the combined sample All antecedents 
together, with the exception of the single-1tem measures, 
were then subjected to a confirmatory factor analysis 
Although the chi-square test 1s statistically significant 
(X?(209) = 401 12, p < 01), the goodness-of-fit index (GFI), 
the adjusted goodness-of-fit index (AGFI), the comparative 
fit index (CFI), and the root mean square error of approxi- 
mation (RMSEA) indicate a good fit with the hypothesized 
measurement model (GFI = 95, AGFI = 93, CFI = 95, 
RMSEA = 05) The reliabilities of the individual scales 
reported in Table 1 provide further evidence of the measure’s 
sound psychometric properties—ranging from 61 to 84 for 
coefficient alpha and 69 to 87 for composite reliability 
(Bagozzi and Yi 1988, Baumgartner and Homburg 1996) 

We also used confirmatory factor analysis to assess dis- 
criminant validity for all antecedents together, with the 
exception of the single-1tem measures We conducted the 
stringent test recommended by Fornell and Larcker (1981) 
Discriminant validity 1s established by demonstrating that 
the average variance extracted exceeds the squared correla- 
tion between all pairs of constructs This series of tests pro- 
vided evidence of discriminant validity in line with this rec- 
ommendation Together, the results provide evidence that 
the measures have the sound psychometric properties neces- 
sary for hypothesis testing 


Measure of the Business Strategy's Service 
Orientation 


As mentioned previously, a service-oriented business strat- 
egy is conceptualized in terms of three aspects (1) number, 
(2) broadness, and (3) emphasis On the basis of a review of 
the limited retailing literature with respect to services (e g, 
Dotson and Patton 1992, Samuolis and Morganosky 1996) 
and the store manager pretest mentioned previously, we 
selected 24 retail services, which are defined as intangibles 
provided by retailers to their customers to enhance the mar- 
keting of goods (see the Appendix) For each service, we 
asked whether it ıs offered (0 = “not offered,” 1 = offered") 
We then represented the number of services offered by the 
total of the services for which the retailer checked 1 If the 
corresponding service 1s offered, we asked the number of 
customers to whom the service 15 offered (broadness) and 
the extent to which the service 1s actively emphasized to the 
customers (emphasis) using Likert-type scales We calcu- 
lated each variable as a mean of the corresponding items 
Latent variables with multiple items can be operational- 
ized in a reflective or a formative manner When indicators 
of a construct present unique aspects of the construct, the 
construct can be viewed as a sum or a composite of the indi- 
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TABLE 1 
Summary Statistics for Measurement Scales 


—Ó—— M —— a a ———— M Ó— ——_— 


Scale Mean/ Range Covered in Coefficient Composite 
Scale Name Standard Deviation the Samplea Alphab Reliabilityb 
Strategy Variable 
Service orientation 40 50/19 55 5 — 120 83 — — 
Number of services (original scale) 16 42/3 62 1-24 E — 
Number of services (converted scale) 3 68/ 63 1-5 — — 
Broadness of service offerings 2 84/ 75 1-5 E = 
Emphasis on services 367/73 1-5 — — 
Environmental Characteristics 
Competitive intensity in the local market 367/74 1-5 74 77 
Local retail innovativeness 2 69/79 1-5 81 86 
Store Characteristics 
Customer orientation 4 35/57 167-5 76 84 
Relative quality level of merchandise 3 56/55 233-5 61 69 
Relative choice of merchandise offers 3 18/65 120-5 70 73 
Number of full-time employees 11 00/22 08 0 — 240 = — 
Number of part-time employees 6 45/19 66 0 – 250 — — 
Store’s Customers’ Characteristics 
Price consciousness 3 24/1 05 1-5 84 87 
Time pressure when shopping 2 58/ 88 1-5 81 85 
Control Variable 
Size of store 12,962 84/32,489 66 sq ft 50 — 376,740 sq ft = — 
Performance Measures 
Company performance in the market 3 62/ 60 2-5 87 90 
Company profitability 4 67/2 50 1-8 == — 


aNumber of full-time employees, number of part-time employees, and size of store were open-ended questions 
bCoefficient alpha and composite reliability are not applicable for formative and single-ttem measures 


vidual indicators (Bagozzi 1994, Bollen and Lennox 1991) 
АП three constructs—number, broadness, and emphasis— 
reflect such a total across different, unique sources and are 
therefore operationalized effectively in a formative. way 
(Howell 1987) Because each of these items measures a par- 
ticular dimension of the underlying construct, they need not 
correlate significantly, but they still contribute to the total 
value of the corresponding construct The validity and relia- 
bility of formative scales cannot be assessed by conventional 
statistical techniques such as coefficient alpha and confir- 
matory factor analysis (Bagozzi 1994, Cohen et al 1990), 
which are based on the assumption of high interitem corre- 
lation Although marketing researchers have largely relied 
on reflective. conceptualizations of measures, formative 
operationalizations have become more widely used (eg, 
Diamantopoulos and Winklhofer 2001, Kumar, Scheer, and 
Steenkamp 1998) 

As conceptualized, in designing a measure of the service 
orientation of a business strategy, we required that retailers 
be high in all three dimensions to be classified as pursuing a 
highly service-oriented business strategy We therefore mul- 
tiplied the scores for the three formative components (num- 
ber, broadness, and emphasis) to create the variable of a 
service-oriented business strategy Thus, the impact that a 
change in one dimension has on the change of the overall 
index depends on the level of the other two dimensions In 
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other words, offering an additional service incieases the 
service-oriented business strategy to a greater extent when 
the other two dimensions are high than when they are low 
This is consistent with our conceptualization that a service- 
oriented business strategy depends on the level of all three 
dimensions This holds true for building the total score as 
well as in case of changing one dimension The latter would 
not be the case for an additive index 

Note, however, that the number of services 15 an additive 
measure (0 to 24) and would be given more weight ın a mul- 
tiplicative model 1f used as 15 We therefore converted this 
measure to a five-point scale to correspond it to the scales 
for the other two variables 1п the index Thus, the theoretical 
maximum score i$ 5 x 5x 5 = 125 The descriptive values of 
a business strategy's service orientation and its three dimen- 
sions are reported in Table 1 


Assessment of Performance Measures 


Measures of performance (company performance in the mar- 
ket, profitability) are also reported in the Appendix Table 1 
lists summary statistics for the measurement scales using the 
combined sample The reliability of the scale for company 
performance 1n the market provides evidence of the mea- 
sures’ sound psychometric properties— 87 for coefficient 
alpha and 90 for composite reliability (Bagozzi and Yi 1988) 


Results 


Ideally, the analysts would involve an examination of all 
hypotheses simultaneously using causal modeling How- 
ever, with our sample size and the number of parameters to 
be estimated, we do not meet the recommended ratio of 
sample size to number of free parameters (5 to 1) needed to 
obtain trustworthy parameter estimates (Baumgartner and 
Homburg 1996) Therefore, we split the whole model into 
two separate analyses The first model examines the 
antecedents of a service-oriented business strategy, the sec- 
ond examines the performance outcomes of this strategy 
For both models, all reported coefficients are standardized 


Antecedents of a Business Strategy's Service 
Orientation 


With the same previous reasoning (recommended ratio of 5 
to 1 of sample size to number of free parameters), the 
hypotheses are tested by means of a regression model (rather 
than a causal model) in which each of the predictor variables 
from the three categories (environmental, store, and store's 
customers’ characteristics) 15 regressed on the criterion varı- 
able (business strategy's service orientation) In addition, 
three control variables—size of store, country, and industry 
—are added to the model 

Overall, the set of predictor variables displayed a strong 
relationship to the service-oriented business strategy, with 
an R of 47 and an R? of 23 Therefore, these factors help us 
explain why some retailers are more service-oriented than 
others 

The two key environmental characteristics studied are 
the competitive intensity 1n the local market and local retail 
Innovativeness H; is not supported, as competitive intensity 
does not contribute to a service-oriented business strategy 
(B= 001, not significant [n s ]) However, retailers in a more 
innovative retail environment tend to be more service ori- 
ented (B = 09, p € 05) Therefore, Н, 1s supported 

Five store characteristics are studied Н; states that hav- 
ing a customer ortentation also leads to a higher service- 
oriented business strategy Support for this hypothesis 1s in 
evidence (B = 16, p € 01) Also, consistent with Hy, the 
higher the quality level of merchandise, the higher 15 the 
service-oriented business strategy (B = 14, p € 01) There 
15 also a higher service-oriented business strategy when 
there аге more full-time employees (В = 26, p € 01) and 
fewer part-time employees (B = – 15, p < 01) Thus, Hg and 
Н are supported Finally, Hs 15 only marginally supported 
A greater choice of merchandise tends to lead to a slightly 
lower service-oriented business strategy (B = – 07, p < 10) 

Price consciousness and the perceived customer time 
pressure when shopping are the customer characteristics 
studied In support of Hg, the higher the level of customers’ 
price consciousness, the lower 15 the service-oriented busi- 
ness strategy (B =— 11, p < 05) In contrast, customer time 
pressure when shopping does not appear to be related to a 
service-oriented business strategy (B = 03, ns, Hg) In 
addition, we classified services according to only those that 
are time saving and related the use of these services to time 
pressure while shopping Unfortunately, this relationship 
was also nonsignificant 


The type of industry, size of store, and country are 
1ncluded as control variables The results indicated that there 
1S a stronger service-oriented business strategy in the furni- 
ture than in the clothing industry (B = — 19, p € 01) and that 
larger stores are more service-oriented than smaller ones 
(B= 12, p< 05) Finally, although the United States 15 gen- 
erally considered a more service-oriented country, this does 
not appear to be supported by our data (B = — 03, ns) 


Performance Outcomes of the Business 
Strategy's Service Orientation 


We estimated the hypothesized model for performance out- 
comes by causal modeling techniques using the LISREL 8 
program (Joreskog and Sorbom 1996) The overall fit mea- 
sures suggest that the model provides a good fit for the data 
The chi-square/degrees of freedom ratio (3 27) showed sat- 
isfactory results The other overall measures also meet the 
recommended values (GFI = 97, AGFI = 95, CFI = 97, 
RMSEA = 08) (Bagozzi and Yi 1988) 

Consistent with Hjo, there 15 a strong positive link 
between a service-oriented business strategy and company 
performance (yj, — 75, p € 01) That our measure of a 
service-oriented business strategy explains 57% of the vari- 
ance 1n company performance provides support for its use- 
fulness in capturing key dimensions of a service-oriented 
business strategy Furthermore, increased company perfor- 
mance leads to higher profitability (B; = 23, p < 01), in 
support of H;, In terms of control variables, company prof- 
itability was slightly higher in the clothing industry (ү, = 
09, p < 10) and significantly higher ın the United States 
(332 = 28, p S 01) 


Discussion 


Research Issues 
The goal of this article was to empirically address three 
major research gaps ın the literature The first research gap 
1s related to the content of a service-oriented business strat- 
egy As 15 shown in Figure 1, almost all the previous 
research in the area of service orientation has been con- 
ducted in terms of either the individual ог the internal orga- 
nizational arrangement parameters The current study is the 
first to apply a service orientation to a business strategy 
This 1s important because this strategy represents a key way 
retailers can perform effectively in today's competitive 
market 

If a retailer decides to adopt a service-oriented business 
strategy, this change must be made systematically, with a 
long-term orientation Because there has been almost no 
research in this area, there 15 no clear understanding of what 
1 means to apply a service-oriented business strategy 
Therefore, an important contribution of our study is to clar- 
ify the content of a service-oriented business strategy by 
providing an empirical way of describing this construct in 
terms of three key dimensions the number of services 
offered, the broadness of the service offering, and the 
emphasis placed on services A critical point ıs that no sın- 
gle dimension is enough to capture the service-oriented 
business strategy construct Rather, we provide a more com- 
prehensive view by examining all three of these dimensions 
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simultaneously Strong evidence for this approach is that our 
composite measure explained 57% of the variance in com- 
pany performance in the market Thus, we have developed a 
measure that can be useful in guiding further research on a 
service-oriented business strategy 

As mentioned previously, there 1s another organizational 
level at which a service orientation can be examined (eg, 
service orientation of the organizational culture—see Figure 
1) Further research 1s needed not only to develop measures 
for the service orientation of these organizational arrange- 
ment parameters but also, more importantly, to investigate 
whether a service-oriented strategy influences these parame- 
ters By doing so, researchers could examine whether these 
parameters play an important role in establishing the link 
between a service-oriented business strategy and company 
performance Furthermore, the relationships between service 
orientation at the organizational and the individual level are 
of interest One worthwhile issue to be investigated 15 
whether a service-oriented business strategy increases the 
service orientation of individual employees In addition, our 
conceptualization of a service-oriented business strategy can 
be applied to other strategic orientations, such as the innova- 
tion orientation of a business strategy In this case, the dimen- 
sions would relate to the number of innovations a company 
offers, how many customers these innovations are offered to, 
and how strongly these innovations are emphasized 

In terms of the second research gap, our study adopts a 
strategy-formulation perspective (Ginsberg and Venkatra- 
man 1985) to explain the considerable variability ın retail- 
ers’ adoption of service-oriented business strategies. Draw- 
ing on contingency theory, our research demonstrates that 
the variability of a service-oriented business strategy can be 
partially explained by a variety of environment, store, and 
customer characteristics 

More specifically, we identify which categories of 
antecedents demonstrated the strongest relationship to a 
service-ortented business strategy in terms of the magnitude of 
standardized effects and significance levels We find that store 
characteristics demonstrate a stronger effect than the two other 
categories of antecedents Thus, the internal store environment 
appears to drive the service orientation of a business strategy 
to a greater extent than the external environment does Because 
prior research applying the strategy-formulation perspective 
has focused more on the external environment, this suggests 
that a more intensive investigation of internal antecedents that 
drive the business strategy would be important 

Regarding specific antecedents, local retail innovative- 
ness appears to be an environmental characteristic that 1s 
related to a service-oriented business strategy Based on 
contingency theory, our results suggest that 1f competitors 
are offering new service ideas, there 15 pressure to adapt to 
this environmental situation by adopting a service-oriented 
business strategy In contrast, we find that competitive inten- 
sity 1s not related to a service-oriented business strategy 
This may suggest that a service-oriented business strategy 15 
driven more by the extent to which there 1s innovation in the 
environment than by general competitive intensity Another 
possibility 1s that competitive reactions depend not so much 
on the overall competitive intensity per se but rather on the 
nature of competition (e g , price-based, quality-based) Fur- 
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ther research could adopt a more comprehensive, multü- 
dimensional conceptualization of competitive intensity 

Finally, as mentioned in the "Hypothesis Development" 
section, some antecedents (e g , customer orientation, num- 
ber of full- and part-time employees) could be viewed as 
consequences rather than antecedents of a service-oriented 
business strategy Further research should explore this pos- 
sibility Such an exploration would require a longitudinal 
study of these factors 

In addressing the third research gap, we wanted to gain 
a better understanding of whether a service-oriented strategy 
affects performance outcomes By doing so, we build on 
research that examines the impact of strategy on perfor- 
mance (e g , Capon, Farley, and Hoenig 1990) Although it 
has been posited that retail services can have a positive 
impact on company performance (eg, Judd and Vaught 
1988, Morey 1980), studies demonstrating this effect in a 
rigorous manner are lacking Our study provides needed 
empirical evidence that a service-oriented business strategy 
(one of the key ways managers can compete in today's 
highly competitive environment) can pay off If this 15 the 
case, this strategy merits more research attention than 1t has 
received in the past 

One way to gain a deeper understanding of the link to per- 
formance outcomes is to identify moderators that may 
strengthen or weaken the positive effect of a service-oriented 
business strategy on company performance It might be 
argued that some of the antecedents 1dentified 1n the present 
study also moderate the relationship between a service- 
oriented business strategy and performance For example, a 
service-oriented business strategy might produce higher div- 
idends in more highly competitive environments However, 
further research 1s needed to establish whether this 15 the case 

Note that though this research 1s conducted in a retailing 
context, this issue ıs important for any type of company that 
augments or plans to augment their products with services 
This holds especially true for the industrial marketing area 
(Anderson and Narus 1995) Therefore, research in this area 
could also apply and develop further the measure of a 
service-oriented business strategy and its link to company 
performance 


Managerial Implications 


In terms of managerial implications, our results support the 
view that a service-oriented business strategy has a positive 
impact on performance in the market and profitability Thus, 
although there are significant costs (both time and financial) 
involved in applying a service-oriented business strategy, 
our study suggests that this strategy will pay off 

Strategies that improve performance attract the attention 
of managers We conceptualized a service-oriented business 
strategy and developed it in terms of three dimensions (num- 
ber of, broadness of, and emphasis on services) These three 
dimensions give managers clear guidance on how to pursue 
a highly service-oriented business strategy This index of a 
service-oriented business strategy can also provide compa- 
nies with a benchmark of how they compare with their com- 
petitors and the industry in general This type of benchmark 
has been found useful ın other areas, such as customer satıs- 
faction (Fornell et al. 1996) 


We also linked a service-oriented business strategy to 
the nonfinancial performance measures Our empirical 
results found evidence for a strong relationship between 
these two variables This suggests that managers who adopt 
a service-oriented business strategy should experience 
improvements ın customer satisfaction, loyalty, retention, 
and market share 

Also, we mentioned previously that one of the key con- 
cerns about a service-oriented business strategy 15 related to 
the financial costs of applying it However, our findings sug- 
gest that a service-oriented business strategy increases 
financial performance in terms of return on sales through the 
company’s performance in the market In other words, the 
benefits of a service-oriented business strategy appear to 
outweigh the costs These findings suggest that companies 
should not be overly concerned about the costs associated 
with offering services Not only are costs often one of the 
key reasons that services are not offered, but also services 
are often one of the first areas that receive cuts when com- 
panies are trying to ughten their belts financially However, 
companies should not be reluctant to pursue a highly 
service-oriented business strategy 


There was also a positive relationship between a cus- 
tomer orientation and service-oriented business strategy 
Being highly customer oriented means having a strong com- 
mitment to customers, trying to create customer value, and 
understanding customer needs (Narver and Slater 1990) 
Our results suggest that having a customer orientation can 
result in the active offering of a high number of services to 
many customers Thus, тапагепаПу speaking, а service- 
oriented business strategy represents one concrete way that 
a customer orientation can be put into action 

Finally, there was а strong relationship between a 
service-oriented business strategy and the number of full- 
time (positive relationship) and part-time (negative relation- 
ship) employees As mentioned previously, full-time 
employees are more likely to understand and develop rela- 
tionships with the store's customers and to be more com- 
mitted to consistent service delivery over time (Wotruba 
1991) Therefore, managers should be aware that adopting a 
service-oriented business strategy requires a focus on full- 
time rather than part-time employees 


APPENDIX 
Measures: Scale Name, Response Cue, and Individual Items 





Service Orientation 

To each of the listed retail services below there are three 
questions We want to stress that there are no right or wrong 
answers, and it is perfectly all right not to offer some of these 
services First, do you offer this service or not (scored on a 
dichotomous scale with 0 = "not offered" and 1 = "offered" for 
each retail service)? If you offer this service, how many cus- 
tomers do you offer this service to (scored on a five-point Lik- 
ert scale with anchors 1 = "not at all" and 5 = “to all cus- 
tomers”) and how actively do you emphasize this service to 
your customers (scored on a five-point Likert scale with 
anchors 1 = “not at all” and 5 = “very actively”)? Listed 24 
services 


Information/advice concerning merchandise, informa- 
пог/адмсе to merchandise usage and maintenance, 
information desk, visits to the customer's home to pro- 
vide information, invitation to special events (eg, 
fashion shows, special sales), extended guarantee/ 
warranty on merchandise, liberal return of merchan- 
dise, merchandise repair, merchandise alteration/ 
adjustment, delivery of merchandise to the customer’s 
home, pickup of merchandise at the customer’s home 
for repair and maintenance, merchandise installa- 
tion/assembly, can order by mail, can order by 
phone/fax, can order by Internet, payment by checks, 
payment by credit/debit cards, availability of credit, 
child care, free parking, extended store operating 
hours, offer of free beverages during the sales 
process, layaway of merchandise, availability of gift 
certificates 


Competitive Intensity in the Local Market 
(Scored on a five-point Likert scale with anchors 1 = 
“strongly disagree” and 5 = “strongly agree”, adapted from 
Jaworski and Kohli 1993, Slater and Narver 1994) 

To what extent do the following statements describe the 
competition related to your local market? 


We have a lot of competitors in our local market 

Temporary price discounts of merchandise are very often 
used in our local market 

Everyday low pricing for merchandise ts very often 
applied by many competitors in our local market 

Most of our competitors regularly advertise 

The magnitude of temporary price discounts of merchan- 
dise in our local market is typically very high 


Local Retail innovativeness 
(Scored on a five-point Likert scale with anchors 1 = 
"strongly disagree" and 5 = "strongly agree") 

To what extent do the following statements describe the 
competition related to your local market? 


In general, the retailers in my trading area adopt a lot of 
new merchandising or services Ideas relative to other 
areas of the country 


In general, the retailers in my trading area adopt new 
merchandising or services ideas more quickly than 
retailers in other areas of the country 

In general, the retailers in my trading area consistently 
adopt new merchandising or services ideas over time 
relative to other areas of the country 


Customer Orientation 
(Scored on a five-point Likert scale with anchors 1 = 
“strongly disagree” and 5 = “strongly agree”, adapted from 
Narver and Slater 1990) 

To what extent do you agree or disagree with the follow- 
ing statements regarding your store? 


Relative to our competitors, our store is committed to 
customers 


Relative to our competitors, our store tries to create cus- 
tomer value 
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Continued 
a 


Relative to our competitors, our store understands cus- 
tomer needs 


(Our store sets customer satisfaction objectives ја 


Relative Quality Level of Merchandise 
(Scored on a five-point Likert scale with anchors 1 = “much 
worse" and 5 = "much better") 

How does your store compare to your most important 
local competitors on the following dimensions? 


Quality of merchandise 
Fashionability of merchandise 


General price level of merchandise (1 = “much lower" 
and 5 = "much higher") 


Relative Choice of Merchandise Offered 
(Scored on a five-point Likert scale with anchors 1 = “much 
less” and 5 = “much more”) 

How does your store compare to your most important 
local competitors on the following dimensions? 


Number of stockkeeping units within merchandise cate- 
gories (depth of products) 

Number of different merchandise categories (breadth of 
products) 

Amount of merchandise in stock 

Number of different national brands of merchandise 

Variety of price levels 


Number of Full-Time Employees 
On average, how many full-time employees were employed 
in your store over the last three business years? 


Number of Part-Time Employees 
On average, how many part-time employees were 
employed in your store over the last three business years? 


Price Consciousness 

(Scored on a five-point Likert scale with anchors 1 = 
“strongly disagree” and 5 = “strongly agree”, adapted from 
Lichtenstein, Ridgway, and Netemeyer 1993) 


altem not kept after the item punfication process 


To what extent do you agree or disagree with each of the 
following statements regarding the customers of your store? 


On average, my customers are willing to go to extra effort 
to find lower prices 


On average, my customers will shop at more than one 
store to take advantage of low prices 


Time Pressure When Shopping 
(Scored on a five-point Likert scale with anchors 1 = 
“strongly disagree” and 5 = “strongly agree”, adapted from 
Snnivasan and Ratchford 1991) 

To what extent do you agree or disagree with each of the 
following statements regarding the customers of your store? 


On average, my customers seem to be pressed for time 
during the shopping process 

On average, shopping appears to be a real burden on 
the time of my customers 


Size of Store 
How many square feet (meters) did your store have on 
average over the last three business years? 


Company Performance in the Market 
(Scored on a five-point Likert scale with anchors 1 = “much 
worse” and 5 = “much better’, adapted from Menon, Bharad- 
waj, and Howell 1996, Morgan and Piercy 1996) 

Relative to your competitors, how has your store per- 
formed over the last three business years with respect to 


Achieving customer satisfaction? Providing customer 
benefit? Attaining desired market share? Attaining 
desired growth? Keeping existing customers? Attract- 
ing new customers? Building a positive store image? 


Profit (Before Tax) as a Percentage of Sales (Before Tax) 
(1 = negative, 2 = 0%- 4%, 3 = 5%- 9%, 4 = 1%—1 4%, 5 = 
1 5%—1 9%, 6 = 2%-3 9%, 7 = 4%—7 9%, 8 = 8% and more) 

What was the profit (before tax) as a percentage of sales 
(before tax) of your store on average over the last three busi- 
ness years? 


ee a a SS i oe 
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Daniel J. Flint, Robert B. Woodruff, & Sarah Fisher Gardial 


Exploring the Phenomenon of 
Customers' Desired Value Change in 
a Business-to-Business Context 


Increasingly, organizations are pushed to adopt customer value strategies in order to grow profits and ensure long- 
term survival Yet little is known about the dynamic nature of how customers perceive value from suppliers The 
authors present findings from a grounded theory study conducted in a business-to-business context that sheds light 
on the nature of customers’ desired value change and related contextual conditions The authors discover that the 
phenomenon of customers' desired value change typically occurs in an emotional context, as managers try to cope 
with feelings of tension The phenomenon extends well past the change itself into strategies customers use to moti- 
vate suppliers to meet their changed needs Customers’ value change provides a reason for customers to seek, 
maintain, or move away from relationships with suppliers 


Increasingly, they are pushed to adopt customer value 
strategies 1n order to grow profits and ensure long- 

term survival (Gale 1994, Hamel and Prahalad 1994, 
Woodruff and Gardial 1996) These strategies require that 
managers understand what customers want or value from 
products, services, and supplier relationships However, cus- 
tomers periodically change what they value, and for some 
customers ın some industries, quite rapidly and extensively 
Therefore, suppliers cannot depend on what they currently 
know about customer value to hold into the future To retain 
key customers, suppliers are forced to either anticipate what 
customers will value next or be ready to react faster than 
competitors do to these changes Both approaches demand 
that managers recognize and understand the implications of 
customers' desired value change (CDVC) when they see it 
Unfortunately, even though much has been written about the 
dynamic nature of customers and what they value (eg, 
Hamel and Prahalad 1994, Morrison and Schmid 1994), 
there 1s little evidence that organizations understand much 
about this phenomenon (Flint, Woodruff, and Gardial 1997, 
Hamel and Prahalad 1994, Woodruff 1997, Woodruff and 
Gardial 1996) There is simply little empirical research to 
guide managers who want to better understand changes in 
what customers value Quite likely, organizations’ failure to 
anticipate CDVC may account in part for the loss of key cus- 
tomers, failure of new products, and erosion of brand equity 
Emerging customer value research (e g , Lapierre 2000, 
Woodruff 1997, Woodruff and Gardial 1996), as well as vir- 


Т: are difficult times for marketing managers 
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tually all customer satisfaction research (e g , Oliver 1997, 
Yi 1990), focuses mainly on what customers currently value 
from suppliers Other than some recognition of the research 
need (Flint, Woodruff, and Gardial 1997, Woodruff 1997, 
Woodruff and Gardial 1996), existing literature stops short 
of offenng theory about how and why customer value 
changes The purpose of our research is to explore the 
CDVC phenomenon and begin to close this gap 


Customer Value Research 


The customer value hterature provides an interesting con- 
trast On the one hand, both the business press and the aca- 
demic literature build a strong case for the importance of 
customer value to business practice The business press 
argues for managers to adopt a management approach that 
centers on creating competitive advantage through superior 
delivery of customer value (e g, Band 1991, Gale 1994, 
Naumann 1995, Slywotzky 1996) With regard to CDVC in 
particular, Gale (1994, р 388) notes that the 1994 criteria 
for the Malcolm Baldrige National Quality Award includes 
“how the company addresses future requirements and 
expectations of the customer” The academic literature pro- 
vides a more varied rationale Several authors link customer 
value to implementing competitive advantage strategies 
(e 2 , Lai 1995, Slater and Магуег 2000), customer-oriented 
management approaches such as customer value manage- 
ment (e g , Sinha and DeSarbo 1998), and marketing's con- 
cern for buyer-seller exchanges (e g , Holbrook 1994) Cus- 
tomer value has also become an important concept for 
understanding buyer behavior, such as shopping and product 
choice (e g , Holbrook 1994, Zeithaml 1988) 

Despite this importance, the literature suggests that the 
study of customer value 15 1n its infancy (Day and Crask 
2000, Holbrook 1994) Even the term, “customer value,” can 
be confusing because it may bring to mind very different 
concepts For example, some authors might think of per- 
sonal values—the shared, central beliefs about right and 
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wrong, good and bad, that guide behavior Another concept, 
value of a customer, is gaining importance because of the 
growing interest ın customer relationship management. This 
concept refers to the economic (e g , profit) value to a seller 
of patronage by a customer over a lifetime 

The concept we are interested 1n 1s customer value The 
literature suggests that it has two related meanings Most 
commonly, customer value means Judgments or assessments 
of what a customer perceives he or she has received from a 
seller ın a specific purchase or use situation (Bagozzi 1999, 
Walsh 1995, Woodruff 1997) The other meaning, desired 
value, refers to what customers want to have happen when 
interacting with а supplier and/or using the supplier's prod- 
uct or service (Flint, Woodruff, and Gardial 1997, Woodruff 
1997) This concept is similar to the notion of customer 
desires 1n the satisfaction literature (e g , Spreng, MacKen- 
zie, and Olshavsky 1996) Recent literature suggests that 
consumers distinguish between desired value and received 
value judgments (Bagozzi 1999, Holbrook 1994, Huber and 
Herrmann 2000, Richins 1994) 

Although change can occur in both desired and received 
value, we are interested in changes in what customers want 
to have happen with regard to suppliers—that 1s, desired 
value change We believe that the most serious gap in knowl- 
edge lies here Most of the literature related to value change, 
including attitudes, satisfaction, utility, choice, and so forth, 
involves change in evaluative judgments similar to received 
value Therefore, our guiding research question was, *What 
does desired value change mean to customers?" 


Current Focus of Customer Value Research 


Some progress has been made in the understanding of how 
consumers perceive value Typically, customers may value 
many aspects of an exchange, which may involve a product, 
brand, store, or interaction with a salesperson (e є, Hol- 
brook 1994, Lai 1995, Zeithaml 1988) Furthermore, cus- 
tomer value perceptions may occur throughout all stages of 
consumption (Huber and Herrmann 2000) 

Most authors agree that customer value involves trading off 
benefit versus sacrifice experiences within use situations (е g , 
Hauser and Urban 1986, Lapierre 2000, Slater and Narver 
2000, Teas and Agarwal 2000, Zeithaml 1988) More 1mpor- 
tant, the literature generally agrees that the benefit side of value 
1ncludes more than quality and the sacrifice side includes more 
than price (e g , Day and Crask 2000, Holbrook 1994, Slater 
and Narver 2000), even though many practitioners tend to 
equate value solely with these two dimensions Recently, a 
third dimension, risk, has appeared in the literature. Day and 
Crask (2000) and Huber and Herrmann (2000) propose that 
risks associated with a product or service should be included in 
the customer value phenomenon Consistent with these views, 
a growing number of authors support a means-end, hierarchy 
nature of value (e g , Gutman 1982, Holbrook 1994, Lai 1995, 
Woodruff 1997, Zeithaml 1988) In this framework, benefits 
and sacrifices are types of consequences of product, service, or 
supplier use that occur in specific situations 

Customer value research has devoted significant effort to 
developing typologies of value (e g, Holbrook 1994, Lai 
1995, Richins 1994, Sheth, Newman, and Gross 1991, Zei- 
thami 1988) For example, Sheth, Newman, and Gross 


(1991) identify five types of value— functional, social, emo- 
tional, epistemic, and conditional value In a business-to- 
business context, Gassenheimer, Houston, and Davis (1998) 
distinguish between economic value (1e, fulfilling eco- 
nomic needs at minimum transaction costs) and social value 
(те, satisfaction with the relationship compared with other 
alternatives) of business relationships These typologies are 
consistent with means—end theory, because they focus on the 
consequence level in a value hierarchy Woodruff (1997, 
p 142) draws on several of these value concepts in defining 
customer value as a "customer's perceived preference for 
and evaluation of those product attributes, attribute perfor- 
mances, and consequences arising from use that facilitate 
(or block) achieving the customer's goals and purposes in 
use situations " 


CDVC in Customer Value Research 


Although there 15 little direct reference to CDVC per se (for 
exceptions, see Day and Crask 2000, Gassenheimer, Hous- 
ton, and Davis 1998, Huber and Herrmann 2000, Walsh 
1995), we found references to the dynamic nature of value 
For example, Richins (1994) notes that value may accrue to 
an object after purchase through use, suggesting that use 
experiences could be associated with value change Day and 
Crask (2000) observe that value could be assessed before, 
during, or after purchase, implying that CDVC may occur at 
any time in this cycle However, we could find almost noth- 
ing in the customer value literature that provides insights 
into exactly what the aspects of value change are In one 
exception, Gassenheimer, Houston, and Davis (1998) recog- 
nize that economic and/or social value might change 

Even when CDVC is implied, little 1s said about its 
nature For the most part, external sources of change are typ- 
ically proposed as factors related to value change For exam- 
ple, Richins (1994) mentions that television broadcasts, 
celebrities, and highly visible social subgroups might be 
related to value changes Similarly, the attitude literature has 
been highly concerned with the role of persuasive commu- 
nications in changing evaluative judgments In one particu- 
larly interesting exception, Gassenheimer, Houston, and 
Davis (1998) suggest that value change may be related to the 
deterioration and failure of business-to-business relation- 
ships They discuss external factors associated with changes 
in the overall value (1 e , evaluation) of relationships, includ- 
ing shifts ın moral values in society and business as well as 
the emergence of extraneous barriers to a relationship (e g , 
government intervention in the sale of society-sensitive 
products such as cigarettes) More important, Gassenheimer, 
Houston, and Davis (1998) also recognize that shifts that are 
internal to the organization (1 e , in business purpose goals, 
organizational culture, and goals for a relationship) can be 
related to changes in the value of a business relationship 


Methodology 


Because of the early stages of research in this area, we 
adopted a grounded theory approach (Glaser and Strauss 
1967, Strauss 1987, Strauss and Corbin 1990) A growing 
body of research applies variants of this approach to 
marketing-related phenomena, which attests to its popular- 
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ity for generating depth of understanding when little 15 
known about a phenomenon (Celsi, Rose, and Leigh 1993, 
Schouten 1991) 


Data Collection and Analyses 


We studied the CDVC phenomenon 1n the context of busi- 
ness-to-business relationships between multiple firms at dif- 
ferent levels in US automobile manufacturing. supply 
chains This industry accounts for a large portion of the U S 
gross domestic product, and it is closely linked to many 
other industries Furthermore, we suspect that business-to- 
business relationships within U S. automotive supply chains 
are similar to business-to-business relationships ın many 
mature, manufacturing-oriented industries in the United 
States (Lapierre 2000) 

Although CDVC тп a business-to-business context may 
be viewed as an organizational phenomenon, we decided to 
focus on individual managers' perceptions of value change 
Significant changes ın organizations result from the sharing 
of knowledge among their managers (Garratt 1987) This 
information sharing helps transform individual learning to 
organizational learning Although researchers have taken 
different perspectives 1n terms of equating individual learn- 
ing to organizational learning (eg, Bell, Whitwell, and 
Lukas 2002, Easterby-Smith 1997, Huber 1991), our posi- 
tion 1s that people learn and share what they know ın deci- 
sion making such that organizations then learn Therefore, 
we believe that 1t is important to begin exploring CDVC 
through the eyes of individual managers 

We relied heavily on depth interviews to supplement and 
extend previous research, drawing on the grand tour tech- 
nique from ethnography (McCracken 1988, Spradley 1979) 
Interviews took place in participants’ offices, all but two of 
which were located in the upper midwestern United States 
The interviews were open-ended and discovery oriented 
Interviews lasted approximately one and one-half hours and 
were audio-recorded Each interview tape was transcribed 
verbatim The primary investigator had an engineering 
degree and experience in the automobile industry, which 
facihtated understanding of the heavy manufacturing and 
engineering focus of the participants and their firms 

Imtially, we used an interview guide that broadly out- 
lined the topics of interest The interviews were designed to 
draw out autobiographical memories of personal experi- 
ences related to changes in what participants valued from 
suppliers Although such memortes may not depict a “true” 
representation of what actually happened, 1 ıs well estab- 
lished that they accurately represent the meaning of personal 
experiences (Brewer 1986, Conway 1990), are likely “repre- 
sentative of the underlying [memory] structure with respect 
to both content and organization” (Lynch and Srull 1982, p 
24), and may well influence future behavior because people 
often make decisions on the basis of how they remember an 
experience versus how it “actually” occurred (Gardial et al 
1994) The interviews were supplemented, when possible, 
by observation of meetings with purchasing professionals 
inside participants’ organizations, tours of facilities, and 
analyses of documents provided by participants 

Analyses of the verbatim interview transcripts followed 
traditional grounded theory guidelines We began these 
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analyses early, after the first few interviews, allowing inter- 
pretations to inform and direct subsequent interviews Our 
analyses tacked back and forth between these interpretations 
and standard grounded theory coding (1e , open, selective, 
and axial) We facilitated coding and interpretations by 
using QSR NUD*IST4™ (nonnumerical unstructured 
data—indexing, searching, and theorizing) software (Quali- 
tative Solutions & Research Pty 1997) 


Sampling 


Throughout the study, we relied on theoretical, relational, 
and discriminative sampling to expand theoretical concepts, 
link them to one another, and provisionally test the emergent 
theory’s limitations Participants were influential decision 
makers involved in purchasing and supplier management 
Key purchasing-related managers are critical for uncovering 
and synthesizing what their organizations value from sup- 
pliers and who those suppliers will be We expanded to par- 
ticipants from other functional areas as our theory emerged 
Sampling ceased when we reached theoretical saturation, 
indicated by information redundancy The final sample con- 
sisted of 22 participants from nine manufacturing organiza- 
tions This sample reflects diversity along several dimen- 
sions, such as job position, sex, tenure in the job, 
organization size, products manufactured, and the organiza- 
tion's position within various supply chains Table 1 depicts 
the participants, their pseudonyms, their titles, and selected 
characteristics 


Analysis of Research Trustworthiness 


We assessed the trustworthiness of the research by applying 
two overlapping sets of criteria. From interpretive research, we 
focused on credibility, transferability, dependability, confirma- 
bility, and integrity (Hirschman 1986, Lincoln and Guba 1985, 
Wallendorf and Belk 1989) In addition, we applied the crite- 
ria of fit, understanding, generality, and control from grounded 
theory (Strauss and Corbin 1990) As demonstrated in Table 2, 
we believe that our data and analyses met these criteria 


Results 


In this section, we present our results from grounded theory 
analyses In brief, participants’ stories can be tied together 
through an understanding of three critical aspects related to 
desired value change—namely, CDVC form and intensity, 
tension management, and action/interaction strategies—all 
imbedded in complex internal-to-the-organization and exter- 
nal-to-the-organization contextual conditions (Figure 1) 


CDVC Form and intensity 


The concept of CDVC form, or more accurately form vari- 
ety, describes the various forms in which desired value 
changes appeared in participants’ stories It has four proper- 
ties, each with accompanying dimensional ranges value 
hierarchy level, newness, bar raising, and priority changes 
In contrast, CDVC intensity describes the degree or extent of 
change It has three properties rate, magnitude, and volatil- 
ity The two characteristics are related in that each CDVC 
form can vary ın its intensity This interpretation of СОУС 
1s depicted in grounded theory terms in Table 3 


TABLE 1 


Study Sample 
и ______ __________________- 


Мате Participant Details 

Allen Manager of Strategic Planning, Worldwide Purchasing, OEM1, male, age 35, 13 years in industry, strategic 
direction analysis 

Beth Purchasing Director, ОЕМТ, female, age 45, 20 years in industry, responsible for more than $40 billion in 
purchasing contracts 

Christine Manager Parts Readiness, OEM1, female, age 40, 8 months evaluating suppliers for firm, 15 years production 
and quality experience 

David Manager Training and Communications, ОЕМТ, male, age 37, trains purchasing department on supplier 
issues, 2 years in job, purchasing and supplier management pnor to this position 

Emest Director, Supplier Development, OEM1, male, age 40, 10 years with firm, helps suppliers improve their 
products and processes 

Frank Commodity Manager, OEM1, male, age 40, responsible for $30 billion in metals purchasing at OEM1, in 
position 18 months, purchasing/engineering positions prior to this position 

Greg Commodity Manager, ОЕМТ, male, age 45, responsible for $30 billion in chemicals purchasing, in position 8 
months, purchasing experience 

Hank Senior Purchasing Agent, Raw Materials Supplier Management, OEM2, male, age 45, 2 years in position, 13 
years in purchasing 

Irving Materials Development Engineer, OEM 2, male, age 38, responsible for metals product/service specification 
design, in position 3 years 

John Senior Engineer, OEM2, male, age 50, 12 years in position as technical engineer for metals, 28 years 
experience in the industry 

Ken Senior Engineer, OEM2, male, age 37, 10 years with firm, responsible for designing supplier product and 
technical service specifications 

Larry Materials Development Engineer, OEM2, male, age 23, 1 year in the industry, designs new materials 
specifications for platform group 

Mark Materials Development Engineer, OEM2, male, age 36, 13 years with firm, designs materials specifications, 
(not with Larry) 

Nick Materials Development Engineer, OEM2, male, age 36, 13 years with firm, designs matenals specifications, 
(not with Larry or Mark) 

Paul Purchasing Manager/Supplier Development, OEM2, male, age 45, 23 years in the industry, global 
purchasing/supplier development 

Ruth Supervisor, Corporate Purchasing, Tier 1 supplier, female, age 40, responsible for all purchasing for firm ($150 
million), in position 2 5 years, for firm 12 years, firm makes bearings and related components 

Steve Senior Manager, Component Sourcing, Tier 1 supplier, male, age 35, responsible for all ($120 million) 


component and raw materials purchasing, firm revenues $6 billion, firm manufactures Systems components 
for OEMs (е g , seals, bearings, fuel systems, lighting, pistons) 

Ted Purchasing Supervisor, Tier 1 supplier, male, age 35, responsible for purchasing of wire harness components, 
injection molded plastics, MRO (maintenance, repair, and operations) items, 2 years in position, 5 in 
industry, firm revenues $5 billion, firm manufactures electrical and interior trim systems 


Unice Materials Manager, Tier 1 and 2 supplier, female, age 45, responsible for all purchasing ($6 million), 
manufactures stamped steel blanks for auto subcontractors and OEMs, in position 9 years 

Vicky Purchasing Manager, Tier 1 supplier, female, age 45, responsible for all purchasing for firm, firm 
manufacturers ап, oil, and fuel filters for OEMs, firm revenues $54 million 

Wess Manager Supplier Development, OEM 3, male, age 50, in supplier development/purchasing 5 years, all 


supplier development programs 


Zach Purchasing Supervisor, Tier 1 and 2 supplier, male, age 35, responsible for purchasing electrical and electronic 
components for firm, in position 2 5 years, firm revenues $4 5 billion, firm manufactures motors such as seat 


motors, window motors, and lift motors 


Notes All participants are key managers for their firms with decision- 
three OEMs in this study are automobile manufacturers Annual reve 


are considered world-class in the automobile industry 


CDVC form variety CDVC can take on a variety of 
forms First, consistent with means-end theory (Gutman 
1982, Woodruff 1997), CDVC may occur at any level in a 
customer value hierarchy At the supplier attribute level, 
participants formed new desires regarding what they wanted 
suppliers to do in the future, such as having a continuous 
Improvement attitude, being involved to a greater extent in 
participants product design, offering marketing assistance, 
delivering integrated systems as opposed to single compo- 
nents, and knowing participants’ organizations and cus- 
tomers more deeply 


making power Names are pseudonyms Some ages are estimates The 
nues ОЕМТ, $150 billion, OEM2, $50 billion, ОЕМЗ, $20 billion All firms 


Participants also described changes at the customer con- 
sequence level These were changes in the experiences and 
outcomes that participants desired as a result of their inter- 
actions with suppliers. In the following passage, Ken talked 
about changes ın several desired consequences (shown in 
italics in the passage) related to a desire for suppliers to be 
involved in projects earlier The consequences reflect the 
nature of supplier situations in automobile supply chains 
Time and costs are significant concerns in an industry in 
which automobile models are the result of two to five years 
of planning, designing, and testing 
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Ken [We must] evaluate the conditions under which it 
[product and process decision] was made and give an esti- 
mation of viability of the process Is it safe or 15 1 1n dan- 
ger? Which opens the door for discussing changes and 
modifications that are required much earlier on In the 
past, without any supervision, the soft tool manufacturer 
could cast up some kirksite tools, whittle out parts by some 
means, supply those for our early vehicle testing and eval- 
uation So these parts that are, let’s say, 1 won’t use the 
term “bogus,” but suspect perhaps, as far as whether or not 


they would ever support volume production, get into the 
vehicle And then you invest all sorts of time, which 15 
more critical than money, really, you invest all of this ume 
in testing and developing this thing so that then you have 
your costs tn и, sunk costs, that people never want to give 
up And somewhere down the line, somebody finally gets 
the final dies into the stamping press As soon as they try 
to make eight or nine or ten strokes a minute, it Just doesn’t 
cut tt Now how much negotiation would it have taken 18 
months before to sort these things out? (Emphasis added ) 


TABLE 2 


Trustworthiness of the Study and Findings: Interpretive and Grounded Theory Criteria 


== 


Trustworthiness Criteria 


Credibility 

eExtent to which the results 
appear to be acceptable 
representations of the data 


Transferability 

eExtent to which findings from 
one study in one context will 
apply to other contexts 


Dependability 

eExtent to which the findings 
are unique to time and place, 
the stability or consistency of 
explanations 


Confirmability 

«Extent to which 
interpretations are the result 
of the participants and the 
phenomenon as opposed to 
researcher biases 


Integrity 

eExtent to which 
interpretations are influenced 
by misinformation or evasions 
by participants 


Fit 

eExtent to which findings fit 
with the substantive area 
under investigation 


Understanding 

eExtent to which participants 
buy into results as possible 
representations of their 
worlds 


Generality 

eExtent to which findings 
discover multiple aspects of 
the phenomenon 


Control 

eExtent to which organizations 
can influence aspects of the 
theory 


Method of Addressing in this Study 


eSix months conducting interviews 

eFive research team members gave input during data collection and interpretation 

•16-раде summary of initial interpretations was provided to the participants for feedback 

eResult Emergent models were altered and expanded, participants bought into 
interpretations 


eTheoretical sampling 
eResult Theoretical concepts were represented by data from all participants 


eParticipants reflected on many experiences covering recent events as well as long past 
events 

eResult Found consistency across participants’ stories regardless of when changes 
occurred 


eMore than 200 pages of interpretations and documents independently analyzed by a co- 
researcher 

eSummary of preliminary findings to four other team members who acted as auditors 

«Result Interpretations were expanded and refined 


elnterviews were professional, of a nonthreatening nature, and anonymous 
eResult Never believed that participants were trying to evade the issues being discussed 


eAddressed through the methods used to address credibility, dependability, and 
confirmability 

«Result Concepts were more deeply described, and the theoretical integration was made 
more fluid and less linear, capturing the complexities of social interaction discovered in 
the data 


eExecutive summary of findings to participants, asked if they reflected their stories 
ePresented a summary to colleagues and practitioners 
eResult Colleagues and practitioners bought into the findings 


einterviews were of sufficient length and openness to elicit many complex facets of the 
phenomenon and related concepts 
eResult Captured multiple aspects of the phenomenon 


eSome variables within the theory are aspects over which participants or suppliers would 
have some degree of control 
«Result Participants and suppliers can influence CDVC 
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Other consequence-level changes included participants 
wanting to improve their purchasing productivity, reduce 
their costs, reduce their cycle times, improve their product 
quality, and increase their knowledge We found literally 
hundreds of examples of both consequence- and attribute- 
level desired value changes 

Means-end theory posits that customers perceive that 
attributes and consequences are related (Gutman 1982) 
However, when applied to CDVC, only sometimes was a 
change at one level related to a change at another level in the 
hierarchy. For example, several participants described how 
they became aware of cost consequences associated with 
their and their suppliers’ operations These discoveries were 
related to new cost desires in their own organization and to 


FIGURE 1 
A General Model of CDVC 
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TABLE 3 
CDVC Properties and Dimensional Ranges 
Properties Dimensional 
of CDVC Range of Property 


A: CDVC Form Variety 
1 Hierarchy level — Attributes only-attnbutes, 
consequences, and end-states 

Not new-entirely new/unexpected 

No movement in standards— 
increase in standards 

No shift-shift in priority among 


current value dimensions 


2 Newness 
3 Bar raising 


4 Рпогќу change 


B: CDVC Intensity 


1 Rate Evolutionary/gradual-revolutionary/ 
rapid 

2 Magnitude Small-large 

3 Volatility Few-many 


——————————————— 


new attribute-based expectations of suppliers Thus, changes 
1n customers' desired consequences were linked to changes 
1n desired attributes. However, the reverse was not always 
true, participants described changes ın desired attributes of 
suppliers without a corresponding change in desired conse- 
quences (eg, suppliers should conduct end-user market 
research for a customer to help 1mprove that customer's 
processes—a stable desired consequence) Our findings 
indicate how complex the relationships can be between lev- 
els ап a customer value hierarchy, perhaps more than 
means-end theory indicates 

A. second property of CDVC form variety is newness 
Participants’ stories usually indicated value change as the 
emergence of a completely new desire, though sometimes 
participants talked about eliminating old desires Steve's 
passage describes new desired value components Note the 
specific words used to connote newness, such as "now," 
“grow in that direction,” and “trying to change " 


Steve A lot of focus now that we're putting on our suppli- 
ers 15, "yeah we're doing great production-wise, but if you 
want to gain new business you have to take care of the 
engineers Do things prototype-wise” Too many times the 
production houses (suppliers), they just want the print and 
they want to run a million pieces [They may] have all 
this production business But sometimes it goes away 
Stuff goes obsolete or whatever So you have to continue 
to cultivate new business and that may mean making pro- 
totypes that your plant is not efficient to do right now but 
you have to grow in that direction You have to set your- 
Self up, set the machines up to make prototypes and to 
work with the engineers on an experimental basis And 


we're trying to change our suppliers to do that (Emphasis 
added ) 


In some cases, participants described old consequence 
desires (eg, a lighter vehicle hood) but described new 
attribute desires (e g , a change to supply of an aluminum 
alloy from steel) that they believed would better provide the 
old consequence 

Bar raising, a third property of CDVC form variety, typi- 
cally emerged as participants talked about an increase in the 
level of supplier performance desired—the proverbial “raising 
of the bar” Supplier performance improvements were desired 
because they would help participants manufacture their prod- 
ucts more quickly and/or at higher quality levels For exam- 
ple, Mark described his experiences related to his company’s 
efforts to design new vehicles and bring them to market faster 
He perceived that his organization wanted to shorten product 
development cycle times (benefit consequence), and that goal 
had a direct impact on what he expected of his suppliers, that 
1$, he wanted them to perform faster too 


Mark The main thing we want suppliers to do now ts per- 
form faster Cycle times are shortening up We're trying to 
bring the vehicle to market much faster We’re down to 
maybe 30 months now, where before we were quite a bit 
longer You know, we think we're the lead right now 
Maybe the Japanese are a little bit ahead, maybe about the 
same We always question where they actually start their 
clock as to when they actually started working on their 
vehicle We try to be a little more honest about that But, 

you know, things are moving јаче) and faster and 
faster As far as suppliers go, we want them to respond 
faster (Emphasis added ) 
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Other participants made comments such as, "The whole 
industry has raised the bar on quality So what we demand 
out of our suppliers in terms of inspection 15 no longer 
acceptable" (Beth), *[We are] elevating that expectancy of 
them [suppliers]" (Christine), and We've changed our rat- 
ing effective May Before they had up to 72 hours (as a 
delivery window), now they have 24 hours" (Vicky) Greg 
described how he bluntly told suppliers, “Our expectations 
of you have been too low, frankly” Continuous improve- 
ment efforts are common and well documented following 
initiatives such as total quality management, the ISO9000 
series, and Six Sigma Consistent with Bagozzi’s (1999) 
notion of goal setting for a product class, bar raising often 
appears to apply to all suppliers within a certain class 

Desires may change in terms of relative importance as 
well We call this CDVC property priority change For 
example, David described the relative shift in priority 
among price, quality, and service as a result of bringing in a 
purchasing executive with different 1deas to shake up the 
participant’s organization-wide purchasing processes The 
ramifications of this person’s changes were still felt at this 
organization, years after the executive had left David even 
used this person's name as a demarcation point for the orga- 
nization (1 e , pre-[executive], post-[executive]) 


David Oh, quality and service are very important , and 
price 15 still pretty important too When you look at it, the 
importance of price, to me, hasn't changed At one point, 
price was important, but ıt wasn't that important, pre- 
[executive] It was getting (ћете After [executive came], 
obviously, price skyrocketed to extreme importance But 
what I’m saying 15 , I don’t think the pressure 1s off on 
price But what has happened 15 that quality and service 
have crept up to where they are up to, or 1n advance of, 
price now So relative to the three-legged stool, I would 
say at one point we had one really long leg, and two really 
short ones But as opposed to the long getting short, the 
two other ones got long So the stool 1s much higher off 
the ground It’s harder to get up there now (Emphasis 
added ) 


An information-processing view of organizational 
learning stipulates that people in organizations learn if 
behaviors change as a result of processing information 
(1e, knowledge acquisition, information. distribution, 
information interpretation, and organizational memory) 
(Huber 1991) Of interest here 15 that change in key staff 
may coincide with СРУС As the previous passage shows, 
David's organization hired a new vice president of pur- 
chasing so that managers in the organization could learn 
how to manage their supply base more effectively In this 
case, changes ın desired value from suppliers were par- 
tially the result of purchasing managers learning from the 
new vice president 


CDVC intensity. А second characteristic of CDVC that 
emerged ıs intensity It has three properties rate, magni- 
tude, and volatility Rate refers to the speed at which par- 
ticipants perceived desired value changes taking place 
They described both gradual and rapid changes in desires 
Gradual changes were most often referred to as “evolution- 
ary” changes Rapid changes were most often referred to as 
"revolutionary " 
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Some participants explained that what they wanted from 
suppliers evolved from the basic to the complex as relation- 
ships grew over time Not surprisingly, given the mature 
automobile supply chain context, quite often this process 
was gradual as participants learned about their suppliers’ 
capabilities through daily interactions. As suppliers demon- 
strated competence ın one area, they were asked to perform 
new tasks in other areas as well as increase their perfor- 
mance level in areas they were currently addressing Partic- 
ipants used many different words and phrases to describe 
evolutionary change, including “It’s an evolutionary thing,” 
“It originally started about 12 years ago slowly, slowly 
moving (supphers) in that direction,” “It’s really a contin- 
uum You keep finding different rocks and off we go” 
Consider what Wess had to say 


Wess 1 think they are more evolutionary You are build- 
ing on top of your past experiences, I don't see necessar- 
Пу that we just say eureka, or here are some things we 
want suppliers to do that we have never asked them to do 
before It's that we have evolved from asking [them] to do 
a certain amount of things and then it just becomes a nat- 
ural progression that we involve them more and more into 
our business and what we are doing So I don't really see 
in the recent past where we have said, well you know, this 
1s a whole new way or a whole new way of doing a rela- 
tionship It 15 more evolutionary as opposed to revolution- 
ary (Emphasis added ) 


However, CDVC was sometimes revolutionary When 
participants found themselves in a near panic situation, they 
sometimes resorted to introducing changes rapidly in an 
effort to “stop the bleeding” For example, when the North 
American operation of Ernest’s company was in serious 
financial trouble, management decided to bring ın a pur- 
chasing expert from a European firm This expert com- 
pletely altered the structure and procedures of the partici- 
pant’s purchasing organization immediately One result was 
an increase in the speed at which changes were made in 
both internal purchasing processes and demands placed on 
suppliers 


Ernest You couldn't continue to change at that rate as an 
organization We're somewhat settled now 1n terms of 
knowing what we want to do 1 mean, if you go back to 
1992, it was. , І don't know tf I should call it “organized 
chaos" or just "chaos" period But you had 26 or 27 dif- 
ferent purchasing organizations that almost at the flip of a 
switch became one And we weren't buying the way we 
used to We were going to buy based on market price com- 
petitively (Emphasis added ) 


A second property of CDVC intensity, magnitude, refers 
to the size of the difference from previous desires to altered 
desires Some changes, regardless of the level at which they 
occur, the form they may take, or the rate at which they 
change, reflect only minor changes from previous desires 
Vicky's passage illustrates this 


Vicky [We] were having to take a box of the one side up 
and a box of another side up, dump them into the filling 
machine, it goes down to the tray where the adhesive's put 
on So we talked to the supplier and said, how much trou- 
ble would it be if you made the pallet one half A's and one 
half B's? So we can just put the whole pallet up there and 
that's all we have to do and they're emptied at the same 


time? And so we worked и ош It took about two ship- 
ments of getting them nght That's the way we buy those 
parts now We don't buy them any other way (Emphasis 


added ) 


Some changes depicted much greater differences 
between previous desires and new desires For example, par- 
ticipants described drastic changes from previous desires, 
such as their desires for suppliers to do more product design, 
to self-certify, or to deliver entire systems involving multiple 
suppliers The size of the change 15 likely to lie in the eyes 
of the beholder For example, a change ın desires may seem 
relatively small to a customer but may be viewed as quite 
large to a supplier, particularly a supplier that lacks 
resources The converse 1s also possible Under conditions 
in which a supplier 15 the party with vast resources and 
expertise, a change that a customer views as significantly 
different from previous value desires (1e, of large magni- 
tude) may be something the supplier 1s already doing for 
other customers in other markets 

The third property of CDVC intensity, volatility, refers 
to the sheer number of desired value changes taking place at 
a given time Some participants described changes they 
asked of suppliers as if they emerged one at a time These 
participants often thought of CDVC as evolutionary In con- 
trast, other participants described how they and their col- 
leagues throughout their organization were asking suppliers 
to make many changes simultaneously We received this 
kind of description most often from participants who 
worked for large organizations that dealt with many suppli- 
ers ın many parts of their organizations 

Volatihty of CDVC is an outgrowth of a fundamental 
characteristic of customers Typically, they want many dif- 
ferent things from a supplier This notion 18 well supported 
in the customer value literature For example, customer 
value typologies (e g , Gassenheimer, Houston, and Davis 
1998, Sheth, Newman, and Gross 1991) suggest that cus- 
tomer desires fall into several different categories that are 
qualitatively different Similarly, means—end theory (Gut- 
man 1982) shows how different supplier attributes are 
related to different kinds of consequences, each of which 
may be important to a customer Volatility of CDVC rein- 
forces the notion that customer retention strategies require 
that suppliers monitor many value dimensions 


Tension Management 


Consistent with grounded theory, we looked for factors 
related to variation in СРУС We found that participants’ 
stories were saturated with emotion and, in particular, ten- 
sion Autobiographical memories involving products and 
product usage often contain affect (Sujan, Bettman, and 
Baumgartner 1993) Typically, emotion has been associated 
with actual experiences with products and services and how 
the emotion affects or becomes a part of evaluative judg- 
ments (e g , Oliver 1997, Westbrook 1987) We extend these 
findings to CDVC We discovered that contextual conditions 
(described subsequently) within which participants were 
embedded were associated with varying levels of a strong 
and often constant emotion that we labeled “tension” Par- 
ticipants described tension in terms of “panic,” “pain,” “а 


TABLE 4 
Tension Properties and Dimensional Ranges 


Tension Properties Dimensional Ranges 


Affective strength 
Perceived extensiveness 


Weak-strong 
Within one individual-across 
entire company 


Temporal dynamism Growing-subsiding 





sense of urgency,” and “being pulled" in many different 
directions. It may be described in terms of the properties and 
dimensional ranges given in Table 4 

Affective strength refers to how powerful the feelings of 
tension аге Weak tension was represented by comments 
such as “I’m frustrated” and “It’s hard to keep up,” whereas 
strong tension feelings were represented by comments such 
as "It is sheer panic,” “I’m trying to catch up to the train!" 
"Chaos," and “We were bleeding out of every orifice we 
have!” Perceived extensweness refers to whether a partici- 
pant perceived tension as limited to himself or herself (e g , 
"I'm frustrated") or extending to other people within the 
participant’s department or even entire organization (e g, 
"Everyone here is upset") Temporal dynamism refers to 
variation 1n tension strength and perceived extensiveness 
over time (e g, “The panic was greatest at that time" and 
"Things are more intense now than they were") 

We also discovered that participants! stories throughout 
each interview conveyed self-identities, that 1s, unique ways 
participants perceived themselves and communicated those 
1mages, that provided deeper insights to the tension aspects 
of CDVC In other words, although all participants 
described tension feelings, each participant felt tension in 
unique ways because of his or her perspective that emerged 
in part from his or her self-identity and life history For 
example, Ken's stories conveyed the self-identity of a scien- 
tist who valued expertise and thoroughness and who became 
frustrated when processes, people, and organizational struc- 
tures detracted from his ability to develop, manage, and use 
expert knowledge His interactions with suppliers reflected 
this need to be an expert, which is depicted in the following 
details 

Ken valued early supplier involvement programs, 
because together he and the suppliers could discuss and 
learn about all the possible product and manufacturing 
issues that might arise However, the design engineers, who 
were assigned to vehicle platform groups whose task was to 
coordinate all engineering for a particular vehicle, had in the 
past “off-loaded” much design and planning to these early- 
involvement suppliers, which enabled platform groups to 
work on other issues To Ken, this meant that the platform 
groups lost expertise in the off-loaded areas, which created 
a significant “brain drain" from his organization Ken 
described how he became frustrated when suppliers’ sys- 
tems were designed into vehicles by design engineers before 
enough was known and documented about the systems Yet 
his previous experience as a design engineer gave him an 
empathy that often conflicted with his purest view of being 
a thorough expert At times, he believed that things were 
moving "so damn fast" that he was constantly "trying to get 
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to the front of the parade" and that expertise sometimes was 
lost Yet at other points ın the interview, Ken mentioned that 
people who wanted to document everything sometimes 
merely slowed the process down These seemingly contra- 
dictory perspectives reflected a tension Ken felt as a result 
of a deep understanding of the realities of his complex busi- 
ness world If corners are cut, quality and, later, organiza- 
tional performance suffer Yet 1f the company moves too 
slowly and cautiously, organizational performance will suf- 
fer at the hands of competitors 

Ken's stories reflected varying degrees of tension over 
time that related to an internal conflict between personal 
ideals and the recognition of the realities of a fast-paced 
competitive business environment The form and intensity 
with which Ken changed what he valued from suppliers 
depended in part on his position (1 e , design versus materi- 
als engineer) as well as on his past experiences (life history) 
Even as he changed what he valued from suppliers, he 
understood both the advantages and disadvantages of doing 
so For Ken, change in desired value came at a cost and was 
a double-edged sword 

In contrast to Ken's perspective, Ted defined himself 1n 
terms of being caught in the middle—that is, between large 
original equipment manufacturer (OEM) customers and his 
smaller suppliers His tension rose and subsided depending 
in large part on how well he could align his suppliers? 
responses with his customers' changing expectations As a 
senior procurement manager for a Tier 1 supplier to large 
OEM customers, Ted was often pressured to pass on diffi- 
cult customer demands to his suppliers, demands that often 
reflected changes in the value he desired from these suppli- 
ers His stories and life histories revealed why this situation 
was stressful At the time of the interview, Ted worked for a 
US firm However, Ted held positions in a Japanese firm in 
the past He described how his former Japanese employer 
emphasized the necessity of "sending the same message" to 
everyone within the organization and, more important, to 
suppliers and customers This message consistency con- 
veyed a sense of unity, coherent vision, and trustworthiness 
to suppliers It was complemented with “acts of good faith" 
with suppliers to enhance the building of trust and long-term 
relationships He perceived U 5 OEM customers as largely 
interested 1n the use of leverage and not long-term relation- 
ships with mutual trust 

We provide a glimpse of Ken and Ted here as exemplars 
of our findings across all participants. Analyses on an indi- 
vidual level reveal the role that self-identities and personal 
life histories play in how people interpret and react to their 
environments Here, we have revealed the idiosyncratic way 
in which tension manifested itself for these participants It 1s 
the abstraction of all participants’ stories to a higher level 
that enables us to describe a general affective component of 
CDVC called tension 

The customer value literature emphasizes cognitive over 
emotional aspects of evaluation of an object (e g , Gutman 
1982, Zeithaml 1988) We found only one author who 
specifically defined customer value as an affective phenom- 
enon Holbrook (1986, 1994) considers value to be “positive 
affect" He equates value-as-affect with preference in 
response to an experience with some object Holbrook 
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(1986, р 32) states that “[value] pertains not to an object 
itself but rather to the consumption experience resulting 
from its use (extrinsic value) or appreciation (intrinsic 
value)” Our study extends this affective view of value to the 
CDVC phenomenon Emotional responses to unsatisfying 
experiences, such as participants’ feelings of poor perfor- 
mance in responding to a dynamic and competitive environ- 
ment, intimately intertwined with motivation to change 
desired value from suppliers Similarly, others have docu- 
mented the importance of time pressure (a kind of tension) 
as an influence ın organizations, as ın Workman's (1993) 
research on new product development 

Consistent with the motivational role of emotion 
(Bagozzi, Gopinath, and Nyer 1999), our results suggest that 
tension was related to participants’ attempts to improve their 
situation by learning, making improvements, and gaining 
greater control of their immediate environment Learning, 
improving, and extending control are means of managing 
tension and are similar to coping behaviors found in 
research on role stress (Keaveney and Nelson 1993) We 
have extensive transcript support for learning, improving, 
and controlling efforts Participants were trying to learn 
about many changes that were taking place inside and out- 
side of their organizations They were trying to improve not 
only their operations but suppliers’ as well Similarly, they 
were trying to control as much as they could that was core 
to their organizations, including suppliers! operations, while 
giving up control of noncore processes Beth's passage 
offers a glimpse of her efforts to learn about changes in her 
environment that she believed affected her organization's 
performance 


Beth There are some acquisitions that I don’t really 
understand [inadequate knowledge] Who's going to ben- 
efit from them? The supplier has gotten larger But I don’t 
understand where the leverage points are How are they 
going to be better because they have merged? They’re big- 
ger But are they better? And so I think the question that 
we're really striving to ask our teams 15, “Is this supplier 
better?” I just think that we’re trying to look much more 
futurtstic And that’s really a change ın focus from when 
[we were] bleeding to death [When you are bleeding] you 
want to get through the day We've really changed our 
focus on how are we going to make our next-generation 
vehicles better (Emphasis added ) 


The learning described by participants sometimes was 
reflective of organizational learning as “generative learn- 
ing,” in which people in organizations question “long-held 
assumptions about [the organization’s] mission, customers, 
capabilities, or strategies” (Slater and Narver 1995, p 64) 
Similarly, Dickson (1992) suggests that differences 1n cus- 
tomer demand changes are related to differences in customer 
learning Although the notion that business-to-business cus- 
tomers are constantly trying to learn, improve, and control 15 
not new, our study documents how closely tied these activi- 
ties are to CDVC, the management of tension, and cus- 
tomers' dependence on suppliers 


Action/Interaction Strategies 


The CDVC phenomenon does not stop with the change 
itself! Participants often described ways ın which they tried 


to obtain new desired value from suppliers Thus, СРУС 15 
related to both supplier selection and supplier relationships 
We discovered four strategic categories of action/interaction 
strategies. (1) locating, (2) building relationships, (3) moti- 
vating, and (4) coordinating 


Locating Locating refers to both finding and position- 
ing Participants needed to find suppliers that were able and 
willing to respond constantly to the organizations! changing 
value desires They also needed to position suppliers! people 
and facilities in and near their own facilities in the United 
States and globally Steve’s passage reflects locating as find- 
ing the right suppliers 


Steve So we consider ourselves experts in those areas 
My job in particular ts to find suppliers If they aren't there 
now that they have the attitude to want to change Мете 
trying to find those one or two suppliers in an area who are 
the best that we've worked with trying to consolidate prod- 
ucts into those suppliers — We're willing to give up some 
price in order to gain the other things that are as important 
or even more important to us to reducing the inventories, 
reducing the lead mes to getting that proactive attitude 
to looking to reduce price through value analysis (Empha- 
sis added ) 


Building relationships То convince suppliers to deliver 
on different value desires, participants sometimes needed 
strong, trusting relationships with their suppliers. For exam- 
ple, Ted described an experience that revealed the impor- 
tance of building strong relationships to induce suppliers to 
deliver new value 


Ted Гуе got to look at the long term Where do I need this 
supplier to be in five years, you know, and how can 1 make 
sure that he's willing to do what I need him to do in five 
years , апа how can we help him improve his processes? 
By going out, seeing the suppliers, and coming over there 
and telling them someone else is doing it better I’ve had 
suppliers where they had a barcode printer that was of the 
ribbon type that was just kind of light, and as I think about 
it, since І had a good relationship with them I said, you 
guys need a thermal ink printer for your barcode labels 1 
think because I had a good relationship with them they 
went out and spent the $4,000 for the system (Emphasis 
added ) 


Other participants used such phrases as “The relation- 
ship between supplier and customer has become so tight for 
success” (Ken), “We’re trying to establish a relationship 
with a supplier domestically” (Ruth), “You certainly have to 
have a good relationship with them (suppliers) have to 
really promote a partnership" (Steve), and "[We] try to fix 
some relationships” (David) to describe how relationships 
were parts of strategies that helped them obtain the new 
value components they desired 

Supplier-buyer relationships are growing in strategic 
importance within supply chains (Dahlstrom, McNeilly, and 
Speh 1996, Day 1994, Doney and Cannon 1997) Our study 
suggests that changes in desired value may be related to why 
customers seek to build strong relationships with suppliers 
Wilson (1995) positions relationship building as goal driven 
but does not list responding to changes in customers’ desired 
value as one of these goals 


Мопудипр Participants discussed ways to motivate sup- 
pliers to deliver desired new value These activities varied 
along an authoritarian level continuum. At one end of the 
continuum, participants asked suppliers to do things. At the 
other end, participants demanded suppliers comply Exam- 
ples of tactics along this continuum included asking, explain- 
ing, putting people at ease, selling, rewarding, using guilt, 
leveraging the size of a potential contract, setting target 
prices, using competitive bids, challenging, calling bluffs, 
bringing 1n OEMs to force the issue, and bluntly demanding 
For example, Larry described his failed attempt to use lever- 
age (the contract) to motivate a supplier to comply 


Larry There was a meeting with a foreign steel supplier 
that we had asked you know, [participant's company] 15 
now becoming international, as far as our assembly and 
some of our stamping , and we have one supplier who 
was asked to supply business for a vehicle down т Mexico 
that we're producing in Mexico right now And we gave 
them, presented them with the information of what we 
expect of them as an early supplier involvement supplier, 
ап ESI supplier, which includes doing circle grid analysis 
and forming simulations, et cetera, on different parts that 
they were going to be supplying They were just going to 
be supplying steel, but they were still expected to do this 
work And they balked at it They didn't want to до и 
They didn't think that was right — 1 don't believe that they 
ever did get on any ESI parts (Emphasis added ) 


If we again examine participants’ stories ın terms of 
idiosyncratic self-identities and life histories as we did рге- 
viously in our discussion of tension, we gain some insight 
into why certain participants chose to interact with suppliers 
1n the ways that they described For example, Beth was in a 
position of power over suppliers as senior procurement тап- 
ager within a large OEM Her stories conveyed a view of her 
organization as "the experts" and suppliers as lucky to be 
allowed to do business with her organization. Her stories 
offered a sense of being hardened over time through ехреп- 
ences with suppliers that had taken advantage of her and her 
organization. She gradually moved from trusting most sup- 
pliers to being skeptical of many She viewed herself as a 
driving force behind change inside her organization and 
with suppliers. She often used terms such as "driving" sup- 
pliers to change, "pushing suppliers” to become more 
global, “demanding out of suppliers," and “gotten the mes- 
sage out to suppliers" on new expectations Beth decided the 
processes for which suppliers would and would not be 
responsible At the root of her stories was a passionate con- 
viction that she would do her part to help her organization 
respond to automobile consumers’ changing desires better 
and faster than the competition, that her organization would 
never again be “bleeding out of every orifice,” and that sup- 
pliers would not detract from this mission Some of her ten- 
sion came from her efforts to move quickly and efficiently 
while being slowed by suppliers that did not do their yobs 

Beth's approach to motivating contrasted with Ted's 
Ted used phrases such as “promise,” “give them the oppor- 
tunity,” “hold those carrots out there,” and “sell,” all reflect- 
ing his approach to motivating suppliers to respond to new 
desired value Ted explained how his organization restruc- 
tured to better “match” US OEM customers Every vehicle 
being supported by his firm had a devoted cross-functional 
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team assigned to ıt At one point, his organization was asked 
by customers to design components rather than merely 
“build to print” Ted in turn altered what he valued of his 
suppliers and asked them to help design parts instead of 
merely building to print themselves Although he was 
expected to “ризћ the [design] envelope" for his customers, 
his suppliers were not ready for the change, despite having 
stated previously that they could do such design work Thus, 
Ted found himself becoming an intermediary, managing 
more demanding desires from customers while trying to 
motivate suppliers to keep up Ted's knowledge that many of 
his suppliers were small and fearful of global expansion and 
rapid change, combined with his. Japanese-inspired self- 
identity explained previously, contributed in part to his more 
coaxing and sales-oriented approach to supplier motivation 


Coordinating Participants. perceived. that. supplier 
dependence requires coordinating with many others. Inter- 
nally, coordination involved many meetings with team 
members from complementary functional areas as well as 
peers across the corporation Coordination with suppliers 
involved ensuring that the appropriate supplier representa- 
tives, such as sales representatives and engineers, were inter- 
acting with the appropriate people within the participant's 
company as suppliers considered and delivered on new cus- 
tomer desires 


John Well, we work with suppliers АП the steel compa- 
nies are cooperative We just had one technical exchange 
about a month ago, about a month and a half And they 
brought the information, particularly what they had been 
working on, you know, like laser welded blanks, medium- 
strength steel They were changing some processes at 
these plants to make better steel, or more uniform steel 
Those kind of things, you know, they talked about We dis- 
cussed some of our problems with the dent resistance with 
the higher-strength steel, the forming problems, spring- 
back issues, manufacturing the way we would like и 
(Emphasis added ) 


This finding supports a recent trend toward customers 
building closer relationships and greater coordination with 
fewer suppliers Our results suggest that CDVC 1s one rea- 
son for this trend Although there may be many benefits 
from strong supplier relationships (Johnson 1999), our study 
suggests another benefit not typically discussed in the liter- 
ature, that 1s, a higher likelihood of obtaining new desired 
value But Cannon and Perreault (1999) point out that this 
trend toward closer supplier-customer relationships 1s not 
universal Similarly, we found that the variation 1n forms and 
intensity of CDVC account for at least some of the variation 
among customer firms as to whether they seek closer rela- 
tionships with fewer suppliers 


Contextual Conditions 


Several branches of literature suggest that external forces 
are linked to CDVC We found a broader range of contextual 
conditions than 15 normally discussed, which we grouped 
into two sets The first set is composed of four types of 
external-to-the-organization contextual conditions, all 
occurring in the participants’ work environments These are 
changes in (1) customers’ customers’ desires, (2) customers’ 
competitors’ strategies/tactics, (3) suppliers’ offerings and 
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performance, and (4) customers’ macroenvironment Partic- 
ipants often described how they were responding to CDVC 
Regardless of whether participants’ customers were con- 
sumers or business organizations, participants were highly 
concerned about customer desires and changes in those 
desires Not surprisingly, participants also described how 
they responded to changes in their competitor's strategies— 
such as new products, new geographic markets, or changes 
in quality, price, or service levels Sometimes participants’ 
suppliers altered their product or service offerings or fell 
short of performance expectations, both of which seemed to 
affect CDVC, tension, and action/interaction strategies 
Finally, changes 1n automobile legislation (corporate aver- 
age fuel economy), technology (e g , alternative fuel tech- 
nology), consumer confidence, exchange rates, and even the 
sitting president were related to all three components of 
CDVC These insights are consistent with previous market- 
ing literature with respect to environmental dynamism ın 
general (Dickson 1992, Moorman and Miner 1998) How- 
ever, we found that each participant focused on different 
aspects of his or her environment when associating them 
with stories about changes in desired value Although dif- 
ferent environmental changes were salient to different par- 
ticipant stories about CDVC, the four types of environmen- 
tal changes that could occur individually and in all possible 
combinations reflect the large number of potential external 
contextual conditions related to CDVC 

The second set of contextual conditions 1s composed of 
four types of internal-to-the-organization conditions Our 
analyses revealed that external environmental changes 
affected CDVC by filtering through these internal condi- 
tions—hence the two concentric circles in our CDVC 
model One of these conditions reflected changes taking 
place within participants’ organizations, such as restructur- 
ing, changes 1n processes, and changes in management Vir- 
tually all participants spoke passionately and at length about 
various internal-to-the-organization conditions and how 
these changes were closely linked with external-to-the- 
organization changes and CDVC We refer to the remaining 
three internal contextual conditions as perceived current 
capabilities conditions, which include participants’ percep- 
tions of their own organizations’ (1) recent performance, (2) 
knowledge levels, and (3) levels of control Here, partici- 
pants described significant dissatisfaction with their and 
their organizations’ abilities to operate successfully within 
the dynamic environment reflected in the aforementioned 
external conditions We found that participants did not con- 
sider their dynamic environments ın isolation, but rather 
they discussed their and their organizations’ abilities to deal 
with that dynamic environment Participants associated 
CDVC with environmental changes typically when they felt 
unprepared for those changes 


Discussion 


Two limitations of this study should be noted First, our 
data are weighted heavily toward participant. interviews 
over observation and documents, more so than grounded 
theory recommends It took months merely to negotiate 
access to a single firm (Workman 1993) just to conduct 


Interviews For this study, we were unable to obtain per- 
mission to observe behavior over an extended time period 
or to study many documents In many cases, relevant doc- 
uments apparently did not exist. Deeper insights might 
have emerged had we been able to observe changes in 
desired value taking place Second, as is typical for 
grounded theory studies, we relied on interviews from rel- 
atively few participants (1e, 22) who represented a rela- 
tively few organizations (1e, 9) in automotive supply 
chains This limits the generalizability of our interpreta- 
tions Despite these limitations, this study has implications 
for marketing literature, marketing management, and fur- 
ther research 


Implications for Marketing Literature 


The results of our study contribute to the growing body of 
literature on customer value Perhaps most important, our 
findings revealed CDVC as a complex phenomenon, encom- 
passing three interrelated subphenomena CDVC 
form/intensity, tension management, and action/interaction 
Strategies (Figure 1) We found little literature that docu- 
ments the nature of CDVC itself, so our findings about the 
CDVC phenomenon are largely new For example, the wide 
variation in CDVC form and intensity catalogs the many 
ways in which changes in customer value can appear to both 
customers and suppliers In addition, we discovered that 
CDVC most likely occurs 1n a context saturated with emo- 
tion experienced by managers, and mostly negative emotion 
(те, tension) at that In many ways, CDVC can be viewed 
as a problem-solving response to emotion and the need to 
manage that emotion In contrast, most of the literature on 
customer value focuses more on the cognitive aspects of this 
phenomenon (e g, Lai 1995, Lapierre 2000, Sheth, New- 
man, and Gross 1991, Zeithaml 1988) Consistent with this 
problem-solving view, we discovered that buyers use a wide 
variety of strategies to induce suppliers to recognize and 
respond to desired value changes Our findings of the roles 
played by participants’ self-identities and personal life his- 
tories partially explain the variation in all three components 
of our CDVC model at the individual level and are similar to 
the kinds of findings that would come from the analysis 
approach suggested by Thompson (1997). 

Our results both support and expand on means-end the- 
ory Supporting this theory, we found that changes in cus- 
tomer value occur at all levels of the hierarchy—attributes, 
consequences, and, to a much lesser extent, desired end 
states Although an attribute-based concept of customer 
value remains prevalent in the literature (e 2, Bolton and 
Drew 1991, Levin and Johnson 1984), understanding 
changes in customer value requires broadening this perspec- 
tive to include consequences and end states Although it is 
not predicted by means-end theory, we found that change at 
one level 15 not always associated with change at another 
level ın a customer's hierarchy Perhaps customers believe 
that a desired supplier attribute change will simply maintain 
a specific consequence Or consumers may have difficulty 
linking supplier attributes to specific consequences, at least 
. more than means-end theory suggests In addition, this find- 
ing indicates the importance for future research to learn 


about how such linkages are broken and reformed as value 
changes at one level in the hierarchy spread to other levels 

Perhaps the most intriguing finding from this study per- 
tains to supplier-customer relationships Apparently, 
CDVC provides a major motivation for relationship build- 
ing and maintenance. Alternatively, CDVC may sow the 
seeds for relationship dissolution when a supplier cannot or 
will not conform to the new desired value of customers 
Although the literature acknowledges the goal-driven 
nature of relationships (e g , Gundlach and Murphy 1993, 
Sharma and Sheth 1997), we found little literature. that 
makes this important link to CDVC (for an exception, see 
Gassenheimer, Houston, and Davis 1998) Thus, our find- 
ings add new insights into the goal-driven nature of rela- 
tionship building Customers’ recognition of the role sup- 
pliers play in attaining new value desires may help explain 
the current trend in business practice toward relationship 
building 

In addition, our findings expand customer value theory 
to incorporate relationships. Specifically, CDVC form may 
evolve from the basic to the complex as relationships grow 
Also, customers and sellers may have different perceptions 
of the magnitude of CDVC Failure to achieve specific 
desired value from a supplier may be related to CDVC mag- 
nitude and volatility Suppliers may unwittingly contribute 
to customers’ changes in desired value by making new 
demands on customers, such as asking for price increases 
Similarly, suppliers that do not respond well to changes in 
customers’ desired value may find that customers generate 
even more changes 

Finally, our findings highlight the importance of 
internal-to-the-organization contextual conditions that are 
influential on CDVC In the existing literature that focuses 
on external-to-the-organization contextual conditions 
(Woodruff and Gardial 1996, Zeithaml, Berry, and Para- 
suraman 1993), the internal conditions provide an impor- 
tant link between the external conditions and СРУС For 
example, our results show that everyday work activities of 
learning, improving, and controlling intertwine with 
CDVC 


Cause-and-Effect Speculations 


Our interpretations yielded a tripartite CDVC model that 
reflected close associations among CDVC components We 
could not develop a cause-effect structural model based 
solely on nonlongitudinal depth interviews However, all 22 
interviews consisted of narratives about events that occurred 
at many points in participants’ lives, some years before 
interviews and some immediately before interviews This 
temporal variety of personal stories enabled us to speculate 
on a causal CDVC model Such a model does not negate any 
previous interpretations but instead takes an additional step 
1n proposing direct relationships among components of the 
model previously discussed The causal CDVC model (Fig- 
ure 2) takes a step beyond our data that demands further val- 
idation through large samples and longitudinal studies 
However, we believe that given our level of immersion in the 
hundreds of pages of transcript data, we would be remiss if 
we did not make such a speculation 
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FIGURE 2 
A Proposed Causal Model of CDVC 
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Figure 2 posits that CDVC, form variety, and intensity 
can be modeled as two distinct constructs Here, CDVC 
form variety reflects the many ways in which customers’ 
desired value can change, as found in our research—namely, 
value hierarchy level, newness, bar raising, and priority 
change Intensity of CDVC refers to the rate, magnitude, 
and volatility at which changes occur within a customer's 
organization We expect these two constructs to be related, 
for example, the more intense CDVC 15, the more likely 
there is to be greater variety in the forms value change takes 
Both of these CDVC constructs are likely driven by external 
and internal contextual conditions However, our findings 
strongly suggest that the external conditions also operate 
through the internal conditions, because changes external to 
the organization most likely partially result in organizational 
changes and perceptions of poor performance 

Our proposed CDVC model also posits that these exter- 
nal and internal contextual conditions contribute to cus- 
tomers' feelings of tension, which customers then try to 
reduce through learning, improving, and controlling efforts 
Our findings suggest that ıt is while customers are engaged 
in these tension reduction activities that they become more 
acutely aware of their dependence on key suppliers And it 
is the recognition of dependence on the supplier that leads to 
changes in what they value from those suppliers Therefore, 
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we propose that the tension-management aspects of CDVC 
could be modeled as a process whereby tension 1s generated 
by internal and external conditions, which then leads to 
tension-reduction efforts followed by recognition of supplier 
dependence The more dependent customers believe they are 
on suppliers, the more likely it ıs that CDVC will be intense 
and come in a variety of forms 

Participants’ locating, relationship-building, motivating, 
and coordinating interaction strategies were often means for 
participants to obtain new value from suppliers Thus, 
desired value change leads to interaction strategies There- 
fore, we have modeled the four interaction strategies as out- 
comes of СОУС form variety and CDVC intensity Simi- 
larly, tension-management activities might also lead to these 
interaction strategies directly However, the lack of linearity 
in social reality suggests that the reverse might also exist, 
that 1s, that interaction strategies might also affect tension 
management 

This proposed model has components similar to some 
offered by extant literature such as external contextual con- 
ditions, which may be similar to environmental dynamism 
(e g , Achrol 1991), but empirical tests of such a model will 
require the development of several new scales However, 
this alternative model stimulates thoughts on how aspects of 
CDVC might be related 


Managerial Implications of CDVC 


Suppliers may acquire an important source of competitive 
advantage by paying attention to changes in customers’ 
desired value (Woodruff 1997) However, this requires antic- 
траппа when and what change will likely occur in the future 
to provide lead time that a supplier needs to respond Our 
findings about CDVC may help marketers more quickly rec- 
ognize changes ın their customers’ desired value and more 
deeply understand those changes For example, monitoring 
tension levels among managers 1n customer firms may help 
suppliers predict when and how fast value change will occur 
Keeping current on customer value or means-end hierarchies 
may yield indicators of what kinds of changes are likely 
Alternatively, staying attuned to customers' strategies for 
negotiating may uncover the parts of hierarchies that are most 
likely to be changing This kind of deep understanding goes 
well beyond asking customers what they currently value It 
requires creating a customer-oriented culture (Slater and 
Narver 1995) and a customer value—oriented marketing infor- 
matron system (Woodruff 1997) that includes specific CDVC- 
focused information, such as an assessment of individualized 
meanings associated with experiences related to CDVC 

Marketers may choose to take either a reactive or proac- 
tive position relative to CDVC (Woodruff and Gardial 
1996) Reactive marketers wait to respond to changes as 
they occur, such as when they are asked by customers In 
contrast, proactive marketers actively influence changes in 
customers’ desired value by helping customers interpret the 
changes ın their environments, respond to those changes, 
and possibly avoid undesirable changes (Hamel and Praha- 
lad 1994) Both positions require collection and analysis of 
data on changes in desired value with each influential mem- 
ber of the customer organizations (Slater and Narver 2000) 
Such historical data should help in the development of sce- 
narios for possible future desires and, subsequently, contin- 
gency plans for those changes 

Finally, marketers could explore segmenting their cus- 
tomers on the basis of CDVC Customers may be grouped 
according to the types or degree of changes being observed 
For example, some customers may exhibit intense CDVC, 


but others may not Because responding to changes ın cus- 
tomers' desired value requires intense resource investment 
1n terms of finances, time, and energy, adding this dimension 
to segmentation decisions should facilitate more appropriate 
resource allocation 


Future Research Directions and Conclusion 


This study's limitations and findings suggest several research 
directions One direction consists of empirically testing the 
generalizability of the proposed models Validation studies 
must expand the contexts in which change in desired value 15 
explored to include different industries and supply chains 
Valid scales are needed for CDVC and the other concepts in 
the CDVC models In addition, more inductive exploration is 
still needed to assess whether the theory provides a sufficiently 
parsimonious yet comprehensive explanation for CDVC 

We need to continue the search for other possible 
insights into СРУС Some of this research might involve 
longitudinal observation of many individuals within а мап- 
ety of organizations 

From the seller's perspective, research should investigate 
two additional issues. First, what is the impact on suppliers of 
changes in customers' desired value? What happens when 
suppliers fail to recognize change or respond poorly? Second, 
which suppliers are world-class at understanding changes in 
desired value quickly and accurately? Both market orienta- 
tion and total quality management philosophies call for mar- 
keters to anticipate what customers will value Which mar- 
keters are truly the best at accomplishing this, and do they 
have a soltd understanding of the CDVC phenomenon? 

Our intention with this research was to develop a deeper 
understanding of changes in customers’ desired value We 
believe that customer value change theory will be essential 
to 1mprove the state of the art of customer value anticipation 
as well as advance marketing strategy We also want to 
encourage a program of research in this area Because cus- 
tomer value delivery strategies are so important to business 
practice, we need much more understanding of the dynamic 
nature of customer value demands The findings from this 
study offer an initial step on this journey of discovery 
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Glen L. Urban 


An Autobiographical 
Essay: When I Stop 
Learning, I Will Leave 


Writing an autobiographical essay 1s both welcome and 
daunting In putting these thoughts to paper, I reflect on the 
path taken and speculate on where it might yet lead me I 
suspect that my experience 1s unique, and I am not sure that 
my experience will be for everyone to follow Nevertheless, 
my hope is that in describing what worked for me, others 
may be stimulated ın some way to find what works for them 
As I reflect back on my career, I have no regrets and am 
happy with how ıt progressed—34t has certainly been inter- 
esting, challenging, and rewarding 

In reflecting on artist Christo's sculpture *wrapping" of 
the Pont Neuf Bridge ın Paris, the director of the De Cor- 
дома Art Museum in Lincoln, Mass , stated that Christo’s 
work was an "art event" and not a real "sculpture" because 
it was only up for a few weeks I met Christo shortly after- 
wards and asked him about this comment He reaction was 
“nonsense,” the work was "real sculpture,” and the only rea- 
son It was up for such a short time was that the insurance for 
the installation cost him $200,000 a week This indicates 
either that artists do not understand their own work or that 
their critics do not understand it. As a scholar, I may not be 
able to judge my own work In this essay, I describe how I 
view my research In doing so, I assume that I understand 
my own work I hope I am not too close to it to miss the 
truth 

I begin by sketching out the area of my primary 
research—new product development In doing this, I neces- 
sarily and incidentally touch on many of the events that 
influenced my development and career choices and the 
attributes of the research style that, in my view, have been 
critical to the success of my work I close with a description 
of my current research plans 
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Precipitating Events 


I grew up in Wisconsin—the son of a man who believed that 
“work 1s a virtue" Working 1n Dad's business (Urban Steel 
Buildings) during the summers had a lasting effect on me 
Working with the construction crew was hard, and the hours 
were long Dad also let me try my hand in the office as a 
draftsman, cost estimator, and salesman It was here that I 
had my first exposure to real marketing Among other 
things, I learned how to sell by providing customer solutions 
(e g , a roof guaranteed for 20 years against leaks) and by 
demonstration (eg, a special pull rivet that forced alu- 
minum roofing panels tightly together all the time) The 
product needed to reflect superior engineering and have a 
benefit for the consumer We positioned our buildings as the 
highest quality product but also segmented the market with 
а “value-priced” line of steel buildings to counter low-cost 
competition My intention was to go into Dad's business I 
believed that engineering and marketing were the critical 
skills I needed, so I went to University of Wisconsin for a 
bachelor's degree in mechanical engineering and an MBA in 
marketing I graduated in 1964 But the best laid plans 
sometimes do not work out 

In that same year, I enrolled in the marketing Ph D pro- 
gram at Northwestern Phil Kotler was my advisor After a 
year of core work, I needed to begin thinking about a thesis, 
and Phil got me involved with new product forecasting at 
Union Carbide Corporation I began modeling the interac- 
ton effects of a new product on existing products and 
applied a simulation model to a new polyvinyl fluoride 
product Union Carbide was introducing Thanks to Phil and 
a Union Carbide product manager, things fell into place, so 
that in the second year, I had a draft of my thesis My wife 
and I typed it up (on mimeograph masters) and delivered it 
to the committee before strapping the skis on the car and 
heading for Aspen, Colo On returning, we expected to 
spend another year on the thesis (One committee member 
had asked me, "Are you going to turn your thesis in like 
this?" Fortunately, he was talking about the format of the 
tables, not the content ) But the thesis was accepted with 
minor revisions, and we began a quick and late Job search 

Fortunately for us, Massachusetts Institute of Technol- 
ogy (MIT) was also late in hiring in 1966, and I was able to 
convince the hiring committee that there was a good fit 
between my management science and marketing interests 
and the MIT philosophy I was warned by faculty that 
though MIT was not an easy place to earn tenure, “it was a 
good place to be from" My response has been my touch- 


Journal of Marketing 
Vol 66 (October 2002), 118—127 


stone ever since. "Fine, when 1 stop learning, 1 will leave 
Perhaps they will ask me to leave before that happens, but it 
is worth a try” Given the MIT opportunity, I did not go into 
Dad's business Dad always said he overeducated me by 
funding me through graduate school In any case, I never did 
stop learning, and MIT did not ask me to leave, so here I am 
still After 36 years, I must say that MIT has been a won- 
derful environment for my entrepreneurial style of research 


My Research 


The past 35 years have been an exciting time for marketing 
science and for modeling new product decision support The 
challenges of new product design, forecasting, risk manage- 
ment, and launch strategy have fostered a large set of cre- 
ative and useful models No need to summarize this litera- 
ture here, but interested readers will find Design and 
Marketing of New Products (Urban and Hauser 1993) and 
other summaries (е g, Green, Krieger, and Wind 2001, 
Ulrich and Eppinger 1995) useful 

My new product research proper began at the University 
of Wisconsin with my MBA thesis "Product Planning in the 
Aerospace Industry," in which I described the new product 
processes and generalized a multistage decision sequence 
for the industry (see Urban 1964) I was fortunate enough to 
work directly with General Motors’ (GM's) and 3M's aero- 
space divisions My doctoral thesis at Northwestern on 
industrial product life cycle forecasting was a modeling 
effort aimed at understanding interdependencies between 
new and existing products (see Urban 1966) Drawing on 
Monte Carlo simulation and chance-constrained program- 
ming techniques, I modeled the product line substitution and 
complementary effects Union Carbide faced in launching 
and pricing a new chemical product (Urban 1968) This the- 
sis, along with a coauthored textbook that gave a state-of- 
the-art view of management science in marketing in the late 
1960s (Montgomery and Urban 1969) set the stage for my 
35 years of research 

After arriving at MIT, my initial research focused on the 
launch and test market phases but then began migrating to 
earlier stages, including premarket testing and design and 
opportunity identification. This development prompted my 
friend and colleague, AI Silk (Professor at MIT and subse- 
quently Harvard Business School) to quip, “Urban’s 
research has been going backwards for many years" 
Although this is true, I retain a research interest in all phases 
of the development process Figure 1 positions my research 
efforts in the new product development decision process 
Here, I give a stream-of-consciousness description of my 
efforts and then identify the critical issues 1n my approach to 
research 


Test Marketing 


In the late 1960s, major new theoretical approaches were 
being developed in the field of stochastic models Growing 
out of a contact with a summer session student from the 
Noxell Corporation (which sells Noxema and Cover Girl 
Skin care products), I learned that forecasung national sales 
levels based on test market results, planning the best mar- 
keting mix for launch, and tracking test market and launch 
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for diagnosis and control were important problems that were 
not being adequately addressed This led to a sponsored 
research project at MIT and the development of a macro 
flow model methodology that combined elements of sto- 
chastic models, response functions, and empirical data in a 
managerial tool called “SPRINTER” for managing the new 
product test market and launch (Urban 1970) I was inter- 
ested in discovering whether this model would really help 
managers, so I joined John Little and Len Lodish in a firm 
called Management Decision Systems Inc Applications at 
Noxell and Nabisco helped refine the SPRINTER model and 
provided great case material for my articles and teaching 

During 1970, I spent a term visiting the Indian Institute 
of Management in Calcutta and became interested in the 
management of family planning After returning to the 
United States, I began working with the Atlanta Area Fam- 
ily Planning Program and the Centers for Disease Control in 
an effort to improve the efficiency and effectiveness of their 
programs My approach was to elaborate and extend the 
SPRINTER model and apply it to the trial and adoption of 
family planning (Urban 19742) At that time, I had two mas- 
ter's students (Ron O'Connor and Joel Lamstein) who were 
interested in implementing new management techniques in 
the public arena, so we formed a nonprofit firm called Man- 
agement Science for Health Although I am no longer 
involved with the company (or its spin-off, John Snow Inc ), 
it 1s gratifying to report that they now employ more than 600 
people working to improve public health management 
worldwide 


Premarket Testing 


In 1972, Cal Hodock, then market research director at 
Gillette, called me with an invitation to join him for lunch at 
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Loch Ober, a premier restaurant in Boston I was somewhat 
surprised because usually I bought lunch for him, in hopes 
of garnering MIT-sponsored research funds from Gillette 
During lunch, he told me Gillette was looking for a model- 
ing and measurement system to forecast sales of a new prod- 
uct in test market, based on the pretest market availability of 
the product, packaging, and advertising He wanted the 
research to cost (on an ongoing basis) less than $25,000 and 
the forecast to be delivered three months after the project 
started On the basis of the complexities I had seen in test 
market tracking and forecasting, I told him ıt was 1mpossti- 
ble He was persistent. In the end, he persuaded AI Silk and 
me to look at his problem by dangling $40,000 for spon- 
sored research funds at MIT How could we refuse? 
Gillette's need, combined with the emerging logit modeling 
technology at MIT (McFadden 1970), led us to develop a 
convergent premarket forecasting approach based on mea- 
sured changes by two independent models (1) preference 
change and (2) laboratory-simulated trial and repeat pur- 
chasing The result was the ASSESSOR model for forecast- 
ing the sales of new packaged goods (Silk and Urban 1978), 
and over time its validation was based on Management 
Decision Systems applications (Urban and Katz 1983) 

In parallel with the validation work on consumer pack- 
aged goods, I was pursuing the application of pretest market 
forecasting to consumer durables This grew out of discus- 
sions with a student of mine (John Dables) who worked at 
the Buick division of GM He told me that the risks involved 
in developing a new automobile product were much greater 
than those involved with developing a packaged goods new 
product, because the investment was so much larger The 
whole picture was further complicated by the lack of test 
marketing for automobiles The thought occurred to me, 
why not apply the ASSESSOR methodology to consumer 
durables? Our discussion led to a five-year Buick-sponsored 
research project at MIT, which resulted ın a durables 
ASSESSOR model and applications to premarket automo- 
bile forecasting based on an early production line version of 
the new automobile (Roberts and Urban 1988, Urban, 
Hauser, and Roberts 1990, Urban, Hulland, and Weinberg 
1993) Good forecasung results were achieved, but top man- 
agers at GM argued that though our analysis could improve 
the launch, the forecast came too late in the process, 
because once the car existed 1n initial production line ver- 
sions, the launch commitment was virtually assured The 
costs were sunk, and on a marginal basis it was almost 
always profitable to go forward This was forcetully brought 
home to me when we predicted ın 1986 that the new down- 
sized Buick Riviera sales would be half of the old level 
rather than the hoped-for doubling of sales Buick intro- 
duced the car anyway Although we were glad to have the 
opportunity for validation (sales dropped to 4 of the old 
level), we were indeed too late 1n the process to stop the 
program 

In the late 1980s, Hyper Card was developed at Apple, 
and MIT's Media Lab had invented the basic elements of 
surrogate travel In 1990, we began an effort to use interac- 
tive multimedia to create a virtual automobile market of the 
future, before the new car was built We put the customer in 
the future environment with full information and ability to 
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control the search, and we measured responses to predict 
future sales before the production commitment was made T 
called this “information acceleration” (IA) The first apph- 
cation was to electric vehicles at GM (Urban, Weinberg, and 
Hauser 1996), and on the basis of application and validation 
experience (Urban et al. 1997), the potential of this model 
and measurement methodology was encouraging Initial 
field testing of ће GM EV-1 two-seat sports car was done at 
MIT with the IA model The final forecasting was done dur- 
ing 1992-93 through a consulting firm called Marketing 
Insight Technology Inc , which І started with a few of my 
students to implement IA concepts The forecasts, based on 
expanded proprietary surveys, were for low sales in the 
1998-2000 period (fewer than 1000 units per year) and indi- 
cated that the real demand was for an economy car with a 
hybrid power system for reliability (an electric motor plus a 
small gas-powered generator) General Motors did not go 
into production. with. this. vehicle but rather custom built 
units for sale ın California and selected other locations In 
1999, the sales of the EV by GM were about 700 units, sur- 
prisingly close to the forecast, given the vagartes of this 
market I was given permission to publish these results, so 
the results considerably strengthened the MIT initial 
research for publication In 1999, I was at an American Mar- 
keting Association conference ın San Diego and saw the 
Toyota Prius (a four-door hybrid electric vehicle) in the hall- 
way and a sign announcing a presentation of the Prius devel- 
opment story I was pleased to see that the Toyota product 
manager had used the ТА, on the basis of my publications 
only, to forecast the sales of the Prius hybrid economy car 
and had found a real market opportunity 


Design 


As the seminal work on perceptual mapping was appearing 
in the 1970s, there seemed to be a natural fit to new product 
design The notion of a “core benefit proposition” could be 
represented 1n the positioning and in a model called PER- 
CEPTOR I made an early attempt to link positioning to new 
product sales potential and extended this model for market- 
ing of the MIT health maintenance organization (Hauser and 
Urban 1977, Urban 1975) I continued research on product 
design in an effort to integrate Von Hippel's lead user 
notions with market research methods (Urban and Von Hip- 
pel 1988) and apply it to industrial product (1 e , CAD/CAM 
systems for electronic printed circuit boards at Computer 
Graphics Inc ) innovation and diffusion from lead users to 
other customers This theme has carried through to current 
research, ın which I am putting lead users on an Internet 
design pallet to configure their 1deal pickup trucks 


Opportunity Identification 


Through the 1980s, I became convinced that marketers 
needed not only tools to help effectively forecast and design 
products but also tools to help identify strategic opportuni- 
ties My first project in this area focused on market defini- 
поп This returned me to my original interest in product 
lines and interdependency I tried to define a hierarchical 
market structure that created segments in which intra- 
segment competition existed but intersegment competition 


was limited, so that little customer switching among seg- 
ments occurred This system was called PRODEGY and 
addressed PRODuct stratEGY by examining the coverage 
and duplication of a product line (Urban, Johnson, and 
Hauser 1984) 

The second project grew out of the empirical experience 
I gained from applications of ASSESSOR Contrary to the 
predictions of perceptual mapping models, I noticed that 
second brands in a market rarely received the same share as 
successful first entrants, even 1f they had parity positioning 
and allocated similar resource levels to advertising and pro- 
motion This led to a statistical cross-sectional analysis of 
the effects of order of entry on market share (Urban et al 
1986) My coworkers and I confirmed this order-of-entry 
effect in a time-series cross-sectional analysis of test market 
scanner data (Kalyanaram and Urban 1992) and ethical 
pharmaceuticals (Berndt et al 1995) Our work in this area 
was contemporaneous with the PIMS data analysis and led 
to interesting insights as the results were integrated into the 
growing literature on order of entry (Kalyanaram, Robinson, 
and Urban 1995) 


Launch and Life Cycle Management 


Recently, I returned to the topic I had begun with while at 
Northwestern—the life cycle phase I have developed a set 
of concepts for trust-based marketing over the life cycle 
(Urban, Sultan, and Qualls 2000), in which the use of a vir- 
tual advisor on the Internet provides customers with full and 
accurate information and unbiased advice in a private, 
secure, branded, friendly, and easy-to-use system This pro- 
Ject grew out of a realization that my IA 1deas could be used 
to help customers make better decisions on existing prod- 
ucts, as well as test new products Inverting IA gives a sys- 
tem that, when supplemented by a personal advisor, pro- 
vides a trust-based marketing tool Vince Barabba, Director 
of Market Planning at GM, encouraged me in this work and 
funded an MIT-sponsored research project After developing 
a prototype, we tested it in the field by application with 300 
customers to pickup truck purchasing Initial results indi- 
cated substantial increases in trust, and presumably sales can 
be earned through the Internet virtual advisor General 
Motors 15 now considering implementing such an advisor on 
one of its Internet sites 


Research Style 


This chronology of my research indicates several threads I 
believe have been important in the success of my work I 
briefly discuss some of these 


Managerial Need Input and Implementation 


My research style 15 inductive, so I found it natural to work? 
closely with managers making real decisions I have always 
been impressed with the knowledge and insight managers 
accrue in facing tough decisions. As a marketer, I instinc- 
tively thought in terms of "customer needs" as I defined my 
customers for the analytic models I worked on as managers 
and tried to involve them early in the design of decision sup- 
port models In 1980, while I was reporting the results of a 
second PERCEPTOR study at Dow Corporation, the group 


product manager leaned over and said, “Tell us something 
we do not know this time" It was new to me, but old stuff to 
him Coping with implementation problems gave me a 
growing awareness of decision needs, so my following pro- 
Jects could be better fitted to the changing managerial deci- 
sion requirements Building models and applying them 
should be considered an organizational change process, not 
an exercise in mathematical gymnastics (Urban 1974b, 
Urban and Karash 1971) As a result, implementation should 
be considered from the start of the project to beyond its aca- 
demic completion 1f academics are to keep their research 
relevant and improve the practice of marketing 

Equally important, this manager orientation can help 
generate funds for research assistants, computers, software, 
and large databases I have also found that real applications 
after publication are useful in assuring that models are used 
and that evolutionary model extensions can create a positive 
benefit-cost ratio for managers 

Sometimes I was involved with applications as a consul- 
tant, but more often I have worked within companies I have 
founded with my students We founded these companies to 
implement the new technologies, and though it 1s nice to be 
economically successful, my real motivation was to change 
the practice of management For example, ASSESSOR was 
implemented by Management Decision Systems (and subse- 
quently by Information Resources Inc , which bought Man- 
agement Decision Systems, and then by MARC, which 
bought the ASSESSOR business from Information 
Resources Inc) But the Journal of Marketing Research 
publication (Silk and Urban 1978) on ASSESSOR was used 
by Research International Inc and Novaction Inc to build 
competitive services My best estimate ts that more than 
3000 consumer packaged goods products have been tested 
by the ASSESSOR methodology and its derivatives I doubt 
that ASSESSOR would ever have been applied without 
Management Decision Systems as a proving ground Зити- 
larly, ТА was implemented by Marketing Technology Inter- 
face, as well as by others (e g , Toyota, Intel, various market 
research companies), on the basis of the Journal of Market- 
ing Research publications (Urban et al 1996, Urban, Wein- 
berg, and Hauser 1997) My role in these companies was 
limited to less than one day per week, but this was enough 
to help design the implementation procedures, interact with 
clients on design issues, and identify new research opportu- 
nities Overall, my intent has been to build new decision 
tools that reflect customer needs and result in better prod- 
ucts and reduced risk 1п new product innovation 


Matching Needs to Theory 


Interacting with managers has been important to me to 
understand their needs However, successful research also 
requires matching these needs to emerging theories and 
methods When the two are in sync, the ensuing research can 
advance the state-of-the-art of marketing science as well as 
affect practice Whether it 1s logit modeling, multidimen- 
sional scaling, utility theory, artificial intelligence, or virtual 
reality, I have always looked for problems that lend them- 
selves to analysis through the most recent management and 
behavioral science technologies I view this matching of the- 
ory to practice as a creative process 
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Not all problems are interesting academically Pure 
application projects may be useful but lie in the consulting 
domain Pure theory can be important work, but I have 
tended to examine problems that require application of the 
latest theory I think this tendency reflects my engineering 
training However, I have often found that modeling requires 
both theory extension and innovation in estimation For 
example, ASSESSOR came from Gillette’s managerial 
problem, but the solution was in the then-new logit analysis 
When logit was first applied, McFadden (1970) was just 
developing the maximum likelihood algorithms I believe 
that ASSESSOR was the first application in the marketing of 
logit analysis This theory enabled us to develop a new con- 
vergent forecasting methodology for premarket analysis 
Similarly, when modeling the problem of premarket fore- 
casting of new automobile sales, multiattribute utility theory 
was used and extended as a modeling framework (Roberts 
and Urban 1988) My recent work to develop trust on the 
Internet uses artificial intelligence theory to build a trusted 
advisor for automobile purchasing (Urban, Sultan, and 
Qualls 2000) 


Power of Empirical Data 


I have been a heavy user of measurement and empirical data 
Whether it be test market, laboratory simulation, survey, 
market experiments, or virtual reality data, I have felt com- 
pelled to measure customer response I have also been dili- 
gent in testing my model predictions This is a difficult val- 
1dation process but a critical one 1f marketing science is to 
progress Often, these empirical efforts require creativity 
and innovation in measurement methodology and persis- 
tence in obtaining response and validation data, but the 
research power gained 1s well worth the effort 


Research Risks 


A sense of adventure, entrepreneurship, and intellectual 
flexibility has served me well in my efforts to match theory 
with managerial relevance I have generally avoided small 
epsilon extensions of existing work in favor of major prob- 
lems that have not been extensively studied This is ambi- 
tious and risky, because such innovative work takes a long 
time—especially if it 1s empirically based. Reviewers may 
not always understand the value of the new work, or else 
they find many methodological problems that can only be 
resolved by further research Articles may be rejected or 
may need to be revised and aggressively defended But some 
of them may win prizes As I see it, the low-risk way to pub- 
lication 15 to extend previous work in a field When this 15 
the case, previous contributors are usually (and naturally) 
chosen as reviewers, and they find it easier to understand 
and accept the extension, even if ıt is not a major break- 
through Certainly, this evolutionary research path has 
moved the field forward However, it is not my style I like 
to find the big problems managers face and see 1f I can solve 
them In this effort, I have often found that the literature con- 
strains my thinking As a result, I often work on a problem 
for months before reading the existing literature and modify 
my efforts to profit from prior research It 1s a balance 
between creativity and constraint Existing theory should be 
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used, but for me the drivers are the problem and creativity 
rather than the placement the new work in the structure of 
the existing publication stream 


Programmatic Research 


I am a research planner My method is to lay out my 
research intentions over one- and five-year time horizons 
and examine how they fit into the accomplishment of my 
overall research goal—improving the productivity of new 
product development and advancing the art of marketing 
science This sometimes calls for long-term proyects—most 
of my models have a five-year or longer development time 
frame (For example, ASSESSOR was started in 1973 and 
published in 1978, IA was started 1n 1990 and published in 
1996 and 1997, and trust-based marketing was started in 
1996 and published 1n 2000 ) This may not maximize the 
number of publications, but those that do come out the end 
of the pipeline can be significant Fortunately, MIT has been 
patient and has tenure criteria that do not depend solely on 
the amount of publication 


Balance 


Real academic success requires that we balance research, 
teaching, and administration My annual plans have always 
incorporated activities from each of these areas Most often, 
for me, the one that slips 1s research. Academics need to be 
disciplined to keep research priority high The demand for 
high-quality teaching has continually risen over time To 
help cope with this, I have tried to tie my teaching to my 
research to make the most efficient use of my time For 
example, Dave Montgomery and I taught a marketing mod- 
eling course based on our book Management Science in 
Marketing (1969) In many ways, that course was the foun- 
dation for my future modeling I taught the first new prod- 
uct marketing and development course at MIT This was 
synergistic with my ASSESSOR research and led to the 
development of teaching materials such as a textbook with 
John Hauser titled Design and Marketing of New Products 
(1993) When my focus became more strategic, I found that 
teaching marketing strategy and coauthoring a text and case 
book with Steve Star, Advanced Marketing Strategy (Urban 
and Star 1991), helped me understand and teach the wider 
context of marketing and analytical support The secret for 
me is balancing activities and building synergy 

In administration, I served as deputy dean (1987-91) 
and then dean at MIT Sloan (1993-98) These were the most 
difficult times for me to achieve balance I found as dean 
that I could continue research work (e g , IA, trusted advi- 
sors on the Internet) I started before taking on the dean’s 
responsibilities, but 1t was difficult to start new projects The 
compensating benefit was that I learned a lot about opera- 
tional management, gained a wider understanding of other 
fields of management, and was exposed to a wide array of 
interesting academics and top managers It was clear in 
1998, however, that I needed to choose between becoming a 
full-time administrator and a researcher/teacher I chose the 
latter, but I am confident that the experience in the dean’s 
office will make me a better teacher and give me a wider 
perspective on research A sabbatical between each of the 


two administrative positions was critical to rebalancing and 
energizing my research activity 

Another critical balance is between work and personal 
time allocations The academic tenure system will push a 
professor so that 1t ts difficult to have a life outside of work 
I have found that it is critical to have a balance among work, 
family, and personal time My wife Andrea recognized this 
problem early and signed me up for a sculpture course in 
1970 at the local art museum I enjoyed the class, and sculp- 
ture became a major hobby for me I do mostly large steel 
and bronze work, but some stone and wood carving I have 
more than 50 pieces in my yard and house It is rewarding to 
come home from school to see the tangible results of cutting 
and welding steel for a couple hours, rather than the almost 
invisible results of дапу research Only after a long and frus- 
trating period of research, writing, and revising is an article 
published For me, sculpture provides unconstrained and 
1mmediate results In addition, I believe sculpture has helped 
my research Building a mathematical model taps the same 
sort of creative energy I find necessary in abstract sculpture 
I have enjoyed sculpture, skung, and sailing, but in retro- 
spect I have put too much time into my work If I had it to 
do over, I would put in fewer hours at MIT and more at 
home with my family This would have been easier if the 
work had not been so exciting 


Great Coauthors 


Good coauthors are an intellectual inspiration, and I have 
had some of the best I am greatly indebted to them I must 
acknowledge John Hauser (who has written more Joint arti- 
cles with me than anyone) for his rigor, scholarly standards, 
tight writing, and creative input I have also benefited 
greatly from my other academic coauthors, including but not 
limited to Montgomery, Silk, Von Hippel, Star, Robinson, 
Berndt, Qualls, and Sultan (in chronological order of publi- 
cation) It 1s also important to recognize my student co- 
authors, who have probably received less credit than they 
deserve for their input (eg, Weinberg, Kalyanaram, 
Во тап, Hulland, Roberts, Carter, Gaskin, Mucha, John- 
son, Katz, and Karash, in reverse chronological order) 
Although I have generally not coauthored with line man- 
agers who have contributed to my work, special contribu- 
tions were made by several of them (e g , Ed Sellars of Nox- 
ell, Cal Hodock of Gillette, Tom Hatch of Miles Labs, John 
Dables of Buick, Roberta Chicos of MTI, and Sean McNa- 
mara and Vince Barabba of GM) Finally, John Little has 
been my mentor, and even though we have never coauthored 
a major article, he influenced every one of my works 
through his example, comments, and criticisms. John is a 
stratght-thinking, rigorous scholar who believes in research 
paying off in practice 


My Future Plans 


My current five-year research plan calls for extensions to my 
new product modeling and a major thrust toward developing 
models to exploit the potential of the Internet for marketing 
managers 

My work on trust-based advisors raises a challenge for 
managers If trust-based marketing involves fair comparison 


between alternatives, what does a firm do if its products аге 
not the best available? One solution is to back off of trust 
and push what you have A better long-term solution 1s to 
find unmet needs and build the highest quality products to 
fill those needs In my trust work, we applied the virtual 
advisor to pickup trucks, so ıt was natural with ОМ: 
research support to extend the research to discover whether 
we could “listen in" to the dialogue between the advisor and 
the real customer to find unmet needs We applied utility 
theory to identify the most preferred truck and the level of 
utility We posited that 1f the utility of the most preferred 
truck goes down after a question in the dialogue, this 1ndi- 
cated an unmet need For example, 1f a consumer wants a 
small truck, the Mazda might be the most preferred After 
the consumer indicates that he or she wants to tow a boat, 
the Chevrolet Blazer may be the most preferred, but the util- 
ity 1s likely to have gone down This drop indicates the need 
for a small truck that can tow This unmet need 15 explored 
by a virtual engineer who asks the customer for details about 
the need (e g , How much does the boat weigh? Why do you 
want a small truck? For gas efficiency? Parking?) This vir- 
tual engineer provides detailed input to the platform design 
team A final component in this analysis is to put the cus- 
tomers on a design pallet and let them specify any truck they 
want (e g , a mid-sized truck that can tow 6000 pounds and 
still be easily parked) This system has been estimated on 
the basis of 1000 customer interviews, the results indicate 
that и can identify significant new opportunities and the 
need-identification algorithms are robust (Urban and Hauser 
2002) 

The Internet 15 a risky area for research, because it 1s so 
volatile and we do not have much research banked in this 
area, but I believe that it will be a major additional channel 
for marketers in the future Currently with the support of the 
Inter Public Group, my colleages (Fareena Sultan, Venky 
Shankar, and Iakov Bart) and I are analyzing 6800 consumer 
evaluations of 24 leading Internet sites to find the determi- 
nants of trust on the basis of 120 cue assessments (eg, 
security, privacy, personalness, information, navigation, 
advice, brand) This empirical analysis will supply under- 
standing to enable effective experimentation of site design 
and consistency with other communication channels We 
have begun experiments on the Internet to test the causal 
nature of trust-building ın a site This work is funded by 
Intel, and I hope in the next several years, in collaboration 
with others in the MIT marketing group (John D С Little, 
John Hauser, and Duncan Simester), to extend it to full 
adaptive marketing We plan to draw on reinforcement 
learning (Sutton and Barto 1998) I also would like to study 
the use of the Internet as a direct manufacturer sales chan- 
nel, complementary to the existing distribution system (e g , 
Palm sells direct at the same price as through existing retail 
stores) Finally, I plan to study the implications of increas- 
ing customer power and the paradigm shift from push to 
trust-based marketing that this may precipitate 

The future is full of exciting marketing opportunities, 
and if we can effectively integrate theory, practice, empiri- 
cal data, and creativity in research, we can improve the effi- 
ciency and effectiveness of marketing 
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The Social Life of Information 

by John Seely Brown and Paul Duguid (Boston: 
Harvard Business School Press, 2000, 317 pp., 
$25.95 hardcover, $16.95 paperback) 


*Info-enthusiasts" like to describe a glamorous, digitized 
future in which technology 1s capable of acquiring, storing, 
and transmitting information, as well as creating the infor- 
mation, independently of human agency In this brave new 
world, intelligent agents (bots) will (1t is presumed) free us 
from the drudgery of routine tasks, while we work from 
high-tech offices in our high-tech homes, constantly topping 
our supplies of lifelong learning, without the necessity of 
traditional universities Technology will remove the mun- 
dane from our lives, leaving only the exciting, the interest- 
ing, the relevant However, there 1s an alternative view 

The opposing view 1s that technology 1s somehow dan- 
gerous and is to be feared It replaces human effort with 
machine power It propels people along a trajectory that 
leads inexorably to the fragmentation of society Techno- 
phobes view the problems of modern life as the inevitable 
result of technological growth Moreover, they experience 
exquisite nostalgia for the past and grope for more authentic 
life, in which communities are physical rather than virtual 

Against the backdrop of these opposing worldviews, 
Brown and Duguid position The Social Life of Information 
as a caution against both perspectives While acknowledging 
the problems of technology and information, they highlight 
that few people would really wish to return to a world with- 
out telephones, faxes, photocopiers, or e-mail They 
describe a world in which society’s fundamental need for 
information has been satisfied but where info-enthusiastic 
“tunnel vision” begets из own, often unacknowledged, prob- 
lems In essence, this book carries a simple message Infor- 
mation does not and cannot exist 1n a vacuum but 15 socially, 
spatially, and historically situated 

Perhaps the most beguiling of the many tales the authors 
tell is of Paul Duguid's work in the archive of a 250-year-old 
business As he trawled through correspondence dating back 
to the American Revolution, he was joined by a historian 


Because of the accumulation of dust and mites in the 
archive, Duguid was uncomfortable in the extreme, cough- 
ing and spluttering and contemplating how much easier it 
would be if the letters had been digitized The historian 
seemed to be uninterested in the contents of the letters, read- 
ing barely a word To Duguid's disgust, the historian con- 
cerned himself primarily with smelling each of the dust- 
laden documents As a medical historian, he was interested 
in documenting outbreaks of cholera and explained that he 
was able to trace the spread of the disease because all letters 
from an infected town had been treated with vinegar The 
faint traces of vinegar remained after 250 years, making it 
possible for the historian to locate what he sought As 
Dugutd explains 


His research threw new light on the letters I was reading 
Now cheery letters telling customers and creditors that all 
was well, business thriving, and the future rosy, read a ht- 
tle differently 1f a whiff of vinegar came off the page Then 
the correspondent's cheeriness might be an act to prevent 
the collapse of business confidence—unaware that he or 
she might be betrayed by a hint of vinegar (p 174) 


The point is, information cannot always be easily or use- 
fully divorced from context My once pristine copy of 7he 
Social Life of Information has taken something of a batter- 
ing Many pages are dog-eared, margins annotated, and pas- 
sages underlined. Coffee stains celebrate several excerpts 
that demanded close attention I wonder 1f other readers who 
happen upon my copy of the book will be distracted or 
intrigued by из current condition. Those who believe that 
books should remain immaculate will be irritated, whereas 
those who believe that books are principally social vehicles 
will be intrigued Indeed, because future readers are exposed 
both to Brown and Duguid's thoughts and ideas as repre- 
sented in this text and to my own thoughts and 1deas as a 
result of my reading of it, the original text. remains 
unchanged, yet in many subtle ways I have added to it. If (in 
the unlikely event) I become famous, this particular copy of 
the book would command a significantly higher social (and 
probably market) value than one hot off the printing press 
This 15 one of the central arguments of Brown and Duguid's 
work That 15, the context Іп which information ts situated 15 
fundamental to its understanding and use Marketers аге 
already aware of this phenomenon ın terms of the market 
value of sought-after memorabilia and the profitability asso- 
ciated with merchandising for a movie, an event, or an indi- 
vidual What is particularly interesting for те 15 that mar- 
keters implicitly recognize the importance of the social 
context of products and services and their worth 1n commu- 
nicating shared values among interested communities (see 
Belk, Wallendorf, and Sherry 1989, Cova 1997) Yet at the 
same time, we seem to ignore that, in the same ways, the 
value of information depends on context 

Like the info-enthusiasts Brown and Duguid hope to 
challenge, many marketers adhere to the notion that con- 
temporary marketing problems can be solved by access to 
more information In particular, changes in the social land- 
scape and greater competition among organizations demand 
that individual marketers develop closer relationships with 
their customers and other stakeholders Such attempts focus 


inevitably on database marketing (Copulsky and Wolf 1990, 
Goldberg 1988) to enhance customer information, often 
without customers' knowledge or consent (see Shultz 1993) 
Despite this operational focus, ıt 15 widely acknowledged 
that good relationships rely more on issues of sociability 
such as the development of trust, commitment, mutual inter- 
est, respect, and shared values (see Dwyer, Schurr, and Oh 
1987, Gundlach and Murphy 1993, Wilson 1995) than they 
do on the garnering of information Thus, attempts to gener- 
ate something akin to close interpersonal relationships 
between buyers and sellers through a technological interface 
seem destned to fail As Brown and Duguid highlight, 
"generations of confident videophones, conferencing tools, 
and technologies for tele-presence are still far from captur- 
ing the essence of a firm handshake or a straight look in the 
eye" (p 5) 

The focus on both information and technology in con- 
temporary marketng is understandable Many marketers 
view consumers as information-processing problem solvers 
Perceiving the world as information oriented leads mar- 
keters to contemplate problems in terms of the need for 
more information In this regard, the database, sophisticated 
customer profiling, geodemographics, and the like are 
regarded as important solutions in the competitive war mar- 
keters wage for the hearts and minds of consumers More 
recently, the Internet seems (to some) to offer possibilities 
for relationship building in dazzlingly innovative ways 
According to Hoffman, Novak, and Chatterjee (1995), “the 
popularity of WWW as a commercial medium is due to 
its ability to facilitate global sharing of information and 
resources, and its potential to provide an efficient channel 
for advertising, marketing, and even direct distribution of 
certain goods and information services ” 

The Internet 15 therefore conceptualized as an entirely 
new channel of distribution and a revolutionary communica- 
tion system Interaction takes place in the “marketspace” 
(Rayport and Sviokla 1994) rather than the marketplace, and 
as such, traditional interpersonal interactions between buy- 
ers and sellers are eliminated in favor of virtual ones The 
true effects of such a shift have yet to be observed 

Brown and Duguid's thesis counteracts theories of a 
future consisting of bytes rather than atoms, a future in 
which communication 1s digital rather than face-to-face, and 
a future in which the only information worth considering 1s 
online Contemporary conceptualizations of communication 
rely almost exclusively on the conduit metaphor (Reddy 
1993) That 15, language about language 15 metaphorically 
structured Ideas (or meanings) are viewed as objects and 
linguistic expressions as containers Communication 
involves putting ideas (objects) into words (containers) and 
“sending” them (along a conduit) to a receiver who takes the 
1dea—objects out of the word-contatiners Within this model 
of communication, the conduit itself is less important than 
the word-containers employed That is, there is no distinc- 
tion among face-to-face communication, telephone, paper, 
and digitized documents What 15 regarded as important 15 
the sender's ability to encode and the receiver’s ability to 
decode Although most will readily accept the limitations of 
this conceptualization, there 1s no doubt that the conduit 
metaphor is one of the most influential in the practice of our 
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everyday lives However, as McLuhan (1962) reminds us, 
the means of communication and the context in which и 
takes place are themselves of great importance ın the under- 
standing of that communication 

One of the most compelling arguments in Brown and 
Duguid's book ıs to "look — to things that lie beyond infor- 
mation" (р 15) and to move beyond the tunnel vision of the 
information-orientated lens Brown and Duguid counsel the 
reader to look more to the ways in which society and infor- 
mation interact and intertwine, because, at the end of the 
day, “it 1s people, in their communities, organizations, and 
institutions, who ultimately decide what it all means and 
why it matters” (р 18) Indeed, despite being positioned as 
the functional department that understands consumers, mod- 
ern marketing seems particularly susceptible to falling into 
the trap of believing that data equal customer knowledge, in 
an unproblematic fashion. that data collected on individual 
consumers is isomorphic with those consumers However, 
collecting data on people is a poor substitute for meeting 
them In many cases, the profile falls short because of the 
quality (or lack of it) of the original data 

The Soctal Life of Information presses its case further by 
considering how developments, such as digitized and per- 
sonalized newspapers, may undermine the social fabric of 
society by inhibiting the emergence of shared values and a 
sense of community that arise as a result of reading the same 
text Direct marketers might also consider how personalized 
communication undermines the importance of shared mean- 
ings in the creation and maintenance of brand value (Patter- 
son 1998) 

Brown and Duguid also launch an intelligent attack on 
those who peddle distance education The distance learning 
myth is predicated on the notion that universities are pri- 
marily information providers and that in the future there will 
be a more limited role for traditional universities. The 
authors defuse such notions by arguing that universities are 
much more than mere information spouts Indeed, the tradi- 
tional university campus facilitates the mixing of teaching 
and learning communities and the sharing of ideas from 
which creative tensions emerge In contrast, the plug-and- 
pay modules delivered by specialists in a virtual world 
inhibit social interaction Moreover, in the world of virtual 
education, credentials amount to “little more than an intel- 
lectual bill of lading, a receipt for knowledge on board much 
like any other receipt for freight-on-board” (p 219) In 
short, the potential for “knowledge markets” is limited, 
because the interactions that are not easily valued in the 
market remain socially valuable experiences of the tradi- 
tional campus 


The technological reach that conquers distance doesn’t 
necessarily provide the reciprocity that allows people to 
form, join tn, or participate ın worthwhile learning com- 
munities Yet it can seem to Certainly, the word commu- 
nity crops up all over the Web sites of distance courses 
But it refers to groups that are communities in little more 
than the sense that eBay 1s a community More generally, 
the "Net can give the appearance of membership or access 
that ıt does not provide in a meaningful way” (pp 225-26) 


Parenthetically, the authors point out that the ability to 
send a message to president @ whitehouse gov infers greater 
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access, participation, and social proximity than 15 actually 
the case Many contemporary consumers of politics, educa- 
tion, and other products and services have less access than 
ever before but are encouraged to maintain the illusion that 
they are members of an inclusive society 

Brown and Duguid doubt that the much-touted informa- 
tion-oriented future will ever be realized Taking a historical 
perspective, they draw attention to the failure of the prophe- 
cies of years gone by to materialize Fewer people work 
from home than even the most cautious prophets foretold 
Hot-desking, epitomized by the much-publicized changes to 
Chiat Day's office structure, has failed to become the norm ! 
Mass customization has yet to fulfill its promise and remains 
likely to favor large organizations rather than a new genera- 
tion of niche marketers As Brown and Duguid note, “Тће 
Henry Ford of the new economy would tell us that we can 
all have jeans made to measure, so long as they are Levis” 
(p 27) 

Technological “progress” has not engendered greater 
representation of individuals or, indeed, of governments 
Organizations have not become flatter and employees more 
empowered Indeed, the converse may be true as informa- 
tion technologies centralize authority, perhaps having the 
opposite effect of disempowering the individual As the 
authors point out, the U 5 Navy resisted the introduction of 
ship-to-shore radio, because 1t would lose independence of 
action 1f higher commanders could communicate and inter- 
vene Undoubtedly, many of marketing's foot soldiers 
understand this as they deliver their scripted dialogues while 
working on the telephones and conduct their day-to-day 
activities under the camera’s gaze In an age when customer 
relationships are viewed as critical, technology demands 
that traditional human interaction and conversation are 
eschewed in favor of order, data collection, and control Yet 
how many consumers are frustrated when forced to interact 
with marketers who cannot and will not deviate from their 
carefully scripted spiel? Brown and Duguid point out that 
the legendary computer program, Eliza (which was intended 
to masquerade as a therapist and was developed in 1966), 15 
the forerunner of those currently used in customer service 
and that, even today, the legacy remains “Irate customers 
often resemble the deranged and customer service agents, 
automatons" (p 36) 

The Social Life of Information 15 a good antidote to the 
mindless prophesies of a bright info-technological future 
However, its deeper message ıs more compelling Techno- 
logical progress 1s impossible and useless without human 
interaction Just ask any father who has to call on his eight- 
year-old son or daughter to help him program the videocas- 
sette recorder 


a 


lIn the early 1990s, the global advertiser Chiat Day attempted to 
change the way its employees worked Its new building in Los 
Angeles was unconventional, eschewing dedicated offices and 
desks for its personnel Each day, employees were required to 
check out a laptop computer and a cellular phone and find a place 
to work Within a few years, the experiment was deemed to have 
tailed Rather than encouraging creativity, it had resulted in chaos 
Within five years, Chiat Day returned to a more familiar. office 
structure and more conventional ways of working 
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he Marketing Science Institute 15 pleased to announce the winners and honor- 
able mentions in its special competition, "Linking Marketing to Financial Per- 
formance and Firm Value” The purpose of the competition was to stimulate more 
work regarding sound financial evaluation of marketing activities 
The response to the competition call was tremendous—more than 110 compet- 
itive papers and proposals were received Each submission was reviewed (double 
blind) by two or more outside academic reviewers Authors of the top-rated sub- 
missions have been invited to submit papers for a special section of the Journal of 
Marketing (All submissions will go through the standard JM editorial process ) 


The Winners Are as Follows: The Honorable Mentions Are as 


* Eugene W Anderson, Claes Fornell, and Sanal Follows: 
K Mazvancheryl, “Customer Satisfaction and * David H Henard, M Ann McFadyen, and Keven 
Shareholder Value" C Malkewitz, "The Impact of Dedicated NPD 


+ Pradeep K Chintagunta and Ramarao Desiraju, Resources on Firm Financial Performance 


“ROI Implications for Pharmaceutical Promotional + James A Karrh and H Andrew Terry, “Do 
Expenditures Role of Competitive Strategies and Advertising Decisions Affect Company Share 

the Interaction between DTC Advertising and Value? Valuation Judgments of Consumer-Investors 
Detailing” and Investment Professionals” 


+ Vithala R Rao, Manoj K Agarwal, and Denise • P Ruby Lee and Rajdeep Grewal, “Strategic 

Dahlhott, “How Does Branding Strategy Affect the Response to the Advent of the Internet and the 

Intangible Value of a Corporation?" Market Valuation of the Firm The Case of Click- 
and-Mortar Retailers" 


* Koen Pauwels, Jorge Silva-Risso, Shuba 
Srinivasan, and Dominique M Hanssens, “Do New 
Product Introductions Really Impact Long-Run 
Financial Performance?" 


Special MSI Conference on the Competition Topic: 

Because of the extraordinary response to the competition, MSI will facilitate а 
special, academic-style conference on the competition topic on October 4-5, 
2002, at the Fairmont Hotel in Dallas The conference is intended to bring together 
top scholars working in the area of marketing metrics The authors of several 
highly rated competition submissions have been invited to present their work 
Details regarding the conference agenda are available on the MSI Web site at 
http //www msi org 
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